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BCSB BANKCORP, INC.

BCSB Bankcorp, Inc. (the “Company”) serves as the holding company for its wholly owned subsidiary,
Baltimore County Savings Bank, F.SB. (the “Bank”). Baltimore County Savings Bank, M.H.C. (the “MHC”), a
federal mutual holding company, owns 63.7% of the Company’s outstanding common stock. The Company has no
significant activities other than its investment in the Bank. The Company is primarily engaged in the business of
directing, planning and coordinating the business activities of the Bank.

The Bank is a federal savings bank operating through fifteen banking offices serving the Baltimore Metro
area. The Bank’s principal business consists of attracting deposits from the general public and investing these funds
in Joans secured by first mortgages on owner-occupied, single-family residences in the Bank’s market area, and, to a
lesser extent, other real estate loans, consisting of construction loans, single-family rental property loans and
commercial real estate loans, and consumer loans, particularly automobile loans. The Bank derives its income
principally from interest earned on loans and, to a lesser extent, interest earned on mortgage-backed securities and
investment securities. Funds for these activities are provided principally by operating revenues, deposits and
repayments of outstanding loans and investment securities and mortgage-backed securities.

MARKET INFORMATION

The Company’s common stock began trading under the symbol “BCSB” on the Nasdag National Market
System on July 9, 1998. There are currently 5,899,173 shares of the common stock outstanding and approximately
1011 holders of record of the common stock. Following are the high and low bid prices, by fiscal quarter, as
reported on the Nasdaq National Market System during the periods indicated, as well as dividends paid on the
common stock during each quarter.

High Low Dividends Per Share

Fiscal 2004

FIrst QUATTET «oovoveieeeivereeicrie e $18.74 $ 1624 $ .125
Second qUATEET .....ocoveeirc e 22.10 18.00 125
Third quarter..............ccco . 21.25 13.15 125
Fourth quarter .........co.occocoiiiiicnicie 17.89 13.70 125
Fiscal 2003

FIrst QUATEET .ovvvieicece e $ 1420 $ 1220 $ .125
Second QUATEET ......oviveviiiiccere e 13.78 12.69 125
Third quarter.........cccoocviviiiiiciiniin 16.39 13.00 25
Fourth quarter ... 17.50 15.32 425

The stated high and low bid prices reflect inter-dealer prices, without retail mark-up, mark-down or
commission, and may not represent actual transactions.
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BCSB BANKCORP, INC.

Maiting Address: P.O. Box 397, Perry Hall, MD 21128
Office Location: 4111 E. Joppa Road, Baltimore, MD 21236

410-256-5000
www.BALTCOSAVINGS.COM
B BA RP, INC. E-Mail: BALTOSAV@Clark.Net
BCSB BANKCORP, INC
December 2004

Dear Stockholders and Friends:

The company’s wholly owned subsidiary, Baltimore County Savings Bank, F.S.B. is
celebrating its 50™ Anniversary in 2005. It was founded in 1955 and was originally known as
Baltimore County Building and Loan Association. Typical of many neighborhood associations of that
era, Baltimore County Building and Loan was open one night a week for a couple of hours. It took in
deposits from neighbors and made loans to homeowners in the local area. In 1972 the Board of
Directors decided to open on a full time basis because of the rapid growth being experienced in eastern
Baltimore County. At that time the Bank’s assets totaled about $1,000,000.

By 1998 the bank had grown to $250,000,000 and had five branch locations. Again, the Board
decided that to continue its operation in a rapidly changing world, conversion to a mutual holding
company was the best course of action. The newly formed holding company, BCSB Bankcorp, Inc.
raised $22,000,000 in a stock offering. Your investment has produced asset growth of over
$520,000,000 to $773,618,000 as of September 30, 2004. Banking now takes place in 15 locations
throughout the Baltimore area, and we are available 24/7 at www.baltcosavings.com.

In our 50™ year, two new offices will open for business. One is located in the Honeygo Village
Town Center and the other is in the Sparks area, just north of Hunt Valley. Both of these locations
should provide excellent deposit growth potential as well as many lending opportunities.

With a full range of consumer and commercial services, and an excellent network of branch
locations, the bank is well positioned for conducting business. Interest rates are low and the spread has
been squeezed. To combat this, we have kept a large part of our assets in short maturities and
emphasized short term liabilities. This has impacted profits in the past year and will affect the current
year. Nevertheless, our balance sheet is in a good position to take advantage of rising rates, a trend
which appears to have started in mid 2004.

The details of our transactions are on the following pages. The goal of the Board of Directors
is to provide a financial institution that is safe and sound. This protects your investment and allows it
to grow.




SELECTED CONSOLIDATED FINANCIAL AND OTHER DATA

Selected Consolidated Financial Condition Data

TOLA] ASSEIS.....cuvvvreerriirreerrtineeercunieecrerareesirernemsaseennaenens
Loans receivable, NEt ..ot

Investment securities:

Available for sale.......cooeviiviiiociiiieiieeeienee
Held t0 Maturity ..o.cooveveeerenrieniiesc i

Mortgage-backed securities:

Available forsale ..........cooovvieiiciiiie e

DIEPOSILS v
FHILB advances..........cooovivevieeiiiiee e e
Trust Preferred Securities ........c...cooeeviiiineiieiciiecens
Junior Subordinated Debentures .......c....ccceeveveveernnnn
Stockholders’ equity - substantially restricted ...........

Selected Consolidated Operations Data

INterest iNCOME....ccvvvcvevevneeiiieeeiieneeiaiersineneneenes
Interest eXpense. ...
Net interest INCOME ........overriveveiireiiriieeecconnee e
Provision for loan 10sses ........ccoooiviiviiiiiennieee,
Net interest income after provision for loan losses
Other iNCOME .....cooviiiieeie e scr e
Non-interest eXpense...........cccvevviiicccniinincnennen.
Income before income taxes ........ccccoevvvevecrinnenns
Income tax Provision ..........coeeviiicociiinincccnnn.
NELINCOME ..oiieiiiciiiiii et renre e ee s

Net Income per share of Common Stock Basic ...

Diluted. ..o

Cash dividend declared per share........................

At September 30,

2004 2003 2002 2001 2000
(In thousands)
$773,618 $668,198 $587,065 $390,883 $325,879
386,136 365,055 396,617 268,010 241,520
158,948 121,290 45,083 23,969 -
2,497 2,500 4,496 18,494 41,158
144,260 116,204 60,411 11,442 -
26,631 18,394 33,691 41,655 19,824
6,105 3,305 3,940 1,834 1,834
580,622 551,929 498,785 325,786 268,882
120,920 32,268 26,968 17,800 9,500
- 22,500 12,500 -- -
23,197 - - -- --
44,129 44,768 45,306 42,730 43,343
For the Years Ended September 30,
2004 2003 2002 2001 2000
|
(In thousands)
$32,234 $ 33,167 $ 28,480 3 24,348 $21,480
16,362 16,107 14,946 14,240 11,757
15,872 17,060 13,534 10,108 9,723
_487 1,359 509 332 162
15,385 15,701 13,025 9,776 9,561
1‘,379 1,587 1,053 738530
15,735 15,336 11,363 10,330 8,967
1,029 1,952 2,715 184 1,124
. 144 655 984 79 437
$ 1885 $ 1297 $ 1731 $ 105 $ 687
$ 15 3% 23 % 31 $ 02 % 12
$ A5 3 22 % 30 $ 02 8 12
b 30§ S0 8 S0 3350 § .50




Key Operating Ratios:
At or for the Year

Ended September 30,
2004 2003 2002 2001 2000
Performance Ratios:
Return on average assets (net income
divided by average total assets) 12% 21% 37% 03% 22%
Return on average equity (net income

divided by average equity).......c.ccoovviriiniiiiins vreenne, 2.03 2.94 4.01 25 1.58
Interest rate spread (combined '

weighted average interest rate

earned less combined weighted

average interest rate Cost)......oovvmiiinicniniiie covveinenn, 243 2.81 2.94 2.58 277
Net interest margin (net interest

income divided by average

INtErest-arning ASSELS) . .c..vvveververreereerearierecne cuserennnnns 241 2.90 3.15 2.99 3.26
Ratio of average interest-earning assets

to average interest-bearing liabilities............ ... 0948 103.38 105.92 10970 11246
Ratio of non-interest expense to

average total assets. ..ot 2.20 2.46 2.46 2.90 2.86
Dividend payout ratio (dividends declared per share .

divided by net income per share)........cccoveve eiervnens 33333 217.39 161.29 2,500.00 416.66

Asset Quality Ratios:
Nonperforming assets to total assets at

end of PEriod ..o e A1 .09 28 .08 .16
Nonperforming loans to gross loans at

end of period...........ccooiiiii 21 .08 .33 .08 A3
Allowance for loan losses to gross loans

atend of period .......ooviriiiiii i e . .63 70 55 55 55
Allowance for loan losses to nonperforming

loans at end of period........cccovveiiiiiioiciis e 296.67 899.33  158.09 653.97  366.32
Provision for loan losses to gross loans ........... e A2 A2 12 A2 06
Net charge-offs to average loans

OWStANAING ..c.ooiiiiiiecicce et e, . 16 22 .09 .07 01

Capital Ratios:

Equity to total assets at end of period ......coccccee verereeee 570  6.70 7.72 1091 13.30
Average equity t0 aVerage assets ........occooeiinnes st 6.08 7.09 8.61 12.04 13.83



MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

General ‘

The Company was formed in June 1998 by the Bank to become the holding company for the Bank
following the Bank’s reorganization into the mutual holding cor(npany form of organization (the “Reorganization”).
As part of the Reorganization, the Company became a majority-owned subsidiary of the MHC. The Reorganization
was consummated on July 8, 1998. All references to the Company prior to July 8, 1998, except where otherwise
indicated, are to the Bank. l

The Company’s net income is dependent primarily on its net interest income, which is the difference
between interest income earned on its interest earning assets and interest paid on interest-bearing liabilities. Net
interest incomeis determined by (i) the difference between yields earned on interest-earning assets and rates paid on
interest-bearing liabilities (“interest rate spread”) and (ii) the relative amounts of interest-earning assets and interest-
bearing liabilities. The Company’s interest rate spread is affected by regulatory, economic and competitive factors
that influence interest rates, loan demand and deposit flows. To a lesser extent, the Company’s net income also is
affected by the level of other income, which primarily consists of fees and charges, and levels of non-interest
expenses such as salaries and related expenses. :

The operations of the Company are significantly affeéted by prevailing economic conditions, competition
and the monetary, fiscal and regulatory policies of governmental agencies. Lending activities are influenced by the
demand for and supply of housing, competition among lender‘s, the level of interest rates and the availability of
funds. Deposit flows and costs of funds are influenced by“ prevailing market rates of interest, primarily on
competing investments, account maturities and the levels of per;sonal income and savings in the Company’s market
area.

Critical Accounting Policies |

Management’s discussion and analysis of the Compady’s financial condition is based on the consolidated
financial statements, which are prepared in accordance with actounting principles generally accepted in the United
States of America. The preparation of such financial statements requires management to make estimates and
assumptions that affect the reported amounts of assets, hablhtles revenues and expenses and related disclosure of
contingent assets and liabilities. On an ongoing basis, management evaluates its estimates, including those related to
the allowance for loan losses. t

|

Management believes the allowance for loan losses is a critical accounting policy that required the most
significant estimates and assumptions used in the preparatibn of the consolidated financial statements. The
allowance for loan losses is based on management’s evaluanon of the level of the allowance required in relation to
the estimated loss exposure in the loan portfolio. Management | believes the allowance for loan losses is a significant
estimated loss and therefore regularly evaluates it for adequagy by taking into consideration factors such as prior
loan loss experience, the character and size of the loan portfolio, business and economic conditions and
management’s estimation of losses. The use of different ‘est1mates or assumptions could produce different
provisions for loan losses. Refer to the discussion of Allowance for Loan Losses in Note 3 to the Consolidated
Financial Statements for a detailed description of management’s estimation process and methodology related to the
allowance for loan losses. The Company adopted the disclosure only provisions of FASB Statement No. 123, see
note 1 to the consolidated financial statements. The Company does not expect to expense the fair market value of
stock options until required by accounting principles generally accepted in the United States of America.

|
Forward-Looking Statements |

\
When used in this Annual Report, the words or phrases “will likely result,” “are expected to,” “will

continue,” “is anticipated,” “estimate,” “project” or similar ex:pressions are intended to identify “forward-looking
statements” within the meaning of the Private Securities Litigation Reform Act of 1995. Such statements are subject
to certain risks and uncertainties including changes in economic conditions in the Company’s market area, changes
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in policies by regulatory agencies, fluctuations in interest rates, demand for loans in the Company’s market area,
competition and information provided by third-party vendors that could cause actual results to differ materially from
historical earnings and those presently anticipated or projected. The Company wishes to caution readers not to place
undue reliance on any such forward-looking statements, which speak only as of the date made. The Company
wishes to advise readers that the factors listed above could affect the Company’s financial performance and could
cause the Company’s actual results for future periods to differ materially from any opinions or statements expressed
with respect to future periods in any current statements.

The Company does not undertake, and specifically disclaims any obligation, to publicly release the result of
any revisions which may be made to any forward-looking statements to reflect events or circumstances after the date
of such statements or to reflect the occurrence of anticipated or unanticipated events.

Data Processing

The Company has entered intc a long-term contract with Fiserv to provide data processing services
beginning in November 2005. The Company anticipates net savings over the next six years of approximately $2.8
million. However, the Bank will experience a one time expense of approximately $273,000 before taxes due to the
cancellation of the Electronic Banking portion of the current Intrieve contract. All other contracts will expire on
September 30, 2005. This will be partially offset by a credit of $150,000 from Fiserv. The effect of this transaction
on the first quarter of 2005 earnings will be a decrease to earnings.

Asset/Liability Management

The Company strives to achieve consistent net interest income and reduce its exposure to adverse changes
in interest rates by attempting to match the terms to re-pricing of its interest-sensitive assets and liabilities. Factors
beyond the Bank’s control, such as market interest rates and competition, may also have an impact on the Bank’s
interest income and interest expense.

In the absence of any other factors, the overall yield or return associated with the Bank’s earning assets
generally will increase from existing levels when interest rates rise over an extended period of time, and conversely
interest income will decrease when interest rates decrease. In general, interest expense will increase when interest
rates rise over an extended period of time, and conversely interest expense will decrease when interest rates
decrease. By managing the increases and decreases in its interest income and interest expense which are brought
about by changes in market interest rates, the Bank can significantly influence its net interest income.

The senior officers of the Bank meet on a weekly basis to monitor the Bank’s interest rate risk position and
to set prices on loans and deposits to manage interest rate risk within the parameters set by the Board of Directors.
The President of the Bank reports to the Board of Directors on a regular basis on interest rate risk and trends, as well
as Jiquidity and capital ratios and requirements. The Board of Directors reviews the maturities of the Bank’s assets
and liabilities and establishes policies and strategies designed to regulate the Bank’s flow of funds and to coordinate
the sources, uses and pricing of such funds. The first priority in structuring and pricing the Bank’s assets and
liabilities is to maintain an acceptable interest rate spread while reducing the net effects of changes in interest rates.
The Bank’s management is responsible for administering the policies and determinations of the Board of Directors
with respect to the Bank’s asset and liability goals and strategies.

The Bank’s principal strategy in managing interest rate risk has been to emphasize the acquisition of short-
and intermediate-term assets, including locally originated short term (15-years or less) fixed-rate mortgage loans and
consumer loans, particularly automobile loans. In addition, in managing its portfolio of investment securities and
mortgage-backed securities, the Bank in recent quarters has purchased investment securities so as to reduce the
Bank’s exposure to fluctuations in interest rates by purchasing adjustable rate mortgage backed securities and step-
up agency notes. To further manage interest rate risk, the Bank may sell long term fixed rate loans into the
secondary market, while retaining the servicing of said loans. Beginning in 2003, the Bank implemented a policy of
selling fixed rate loans with terms of 15 years or more where the interest rate risk to the portfolio was significant
relative to current market conditions and historical analysis.

In addition to shortening the average repricing period of its assets, the Bank has sought to lengthen the
average maturity of its liabilities by adopting a tiered pricing program for its certificates of deposit, which provides
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higher rates of interest on its longer term certificates in order to encourage depositors to invest in certificates with
longer maturities.

Market Risk

Management measures the Bank’s interest rate risk by computing estimated changes in the net portfolio
value (“NPV”) of its cash flows from assets, liabilities and off-balance sheet items. in the event of a range of
assumed changes in market interest rates. NPV represents the market value of portfolio equity and is the difference
between incoming and outgoing discounted cash flows from! assets and liabilities, with adjustments made for
off-balance sheet items. These computations estimate the effect on the Bank’s NPV of sudden and sustained
increases and decreases in market interest rates. The Bank’s Board of Directors has adopted an interest rate risk
policy which establishes maximum decreases in the Bank’s estimated NPV in the event of 1%, 2% and 3% increases
in market interest rates, and in the event of a 1%, decrease in market interest rates. The following table presents the
Bank’s projected change in NPV for the various rate shock lévels at September 30, 2004. All changes meet the
Bank’s policy requirements. ‘

Change Net Portfolio Value ‘ NPV as % of PV of Assets

in Rates $ Amount $ Change (1) % Change (2) NPV Ratio (3) Change (4)
(Dollars in thousands)

+300 bp $ 30,737 $(40,371) 5N% 4.24% (484) bp

+200 bp 44,973 (26,134) €2} 6.04 (304) bp

+100 bp 58,853 (12,254) 17 7.70 (138) bp

0bp 71,107 ! 9.08

-100 bp 76,761 5,654 ‘\ 8 9.65 57 bp

_— |

H Represents the excess (deficiency) of the estimated NPV assuming the indicated change in interest rates minus the
estimated NPV assuming no change in interest rates. ‘

2) Calculated as the amount of change in the estimated NPV dmded by the estimated NPV assuming no change in interest
rates.

3) Calculated as the estimated NPV divided by average total ass‘ets

“4) Calculated as the excess (deficiency) of the NPV ratio assuming the indicated change in interest rates over the

estimated NPV ratio assuming no change in interest rates.
I

***Risk Measures: 200 bp rate shock***

| At At
September 30,  September 30,
2004 2003
Pre-Shock NPV Ratio: NPV as % of PV of Assets ............... ’ 9.08% 10.14%
Exposure Measure: Post Shock NPV Ratio 6.04 6.65
Sensitivity Measure: Change in NPV Ratio 304 bp 349 bp

The above table indicates that at September 30, 2004, in the event of sudden and sustained increases in
prevailing market interest rates, the Bank’s NPV would be expected to decrease, and that in the event of a sudden
and sustained decrease in prevailing market interest rates, th¢ Bank’s NPV would be expected to increase, by a
much smaller amount than if there were an increase in 1nterest rates. The Bank’s Board of Directors reviews the
Bank’s NPV position quarterly, and, if estimated changes m‘ NPV are not within the targets established by the
Board, the Board may direct management to adjust its asset and liability mix to bring interest rate risk within Board
approved targets. At September 30, 2004, the Bank’s estlmateq changes in NPV were within the targets established
by the Board of Directors. !

NPV is calculated by the Office of Thrift Supervision (OTS) by using information provided by the Bank.
The calculation is based on the net present value of discounted|cash flows utilizing market prepayment assumptions
and market rates of interest provided by Bloomberg quotations and surveys performed during the quarter ended
September 30, 2004, with adjustments made to reflect the shlft in the Treasury yield curve between the survey date
and the quarter-end date. ‘




Computations of prospective effects of hypothetical interest rate changes are based on numerous
assumptions, including relative levels of market interest rates, loan prepayments and deposit decay, and should not
be relied upon as indicative of actual results. Further, the computations do not contemplate any actions the Bank
may undertake in response to changes in interest rates.

Certain shortcomings are inherent in the method of analysis presented in the computation of NPV. Actual
values may differ from those projections set forth in the table, should market conditions vary from assumptions used
in the preparation of the table. Additionally, certain assets, such as adjustable-rate loans, have features which
restrict changes in interest rates on a short-term basis and over the life of the asset. In addition, the proportion of
adjustable-rate loans in the Bank’s portfolio could decrease in future periods if market interest rates remain at or
decrease below current levels due to refinance activity. Further, in the event of a change in interest rates,
prepayment and early withdrawal levels would likely deviate significantly from those assumed in the tables.
Finally, the ability of many borrowers to repay their adjustable-rate debt may decrease in the event of an interest rate
increase.




‘§19ss€ Jurulea-jsa1alul Jo soueeq agesaae ay) £Q PIPIAIP SWOOUI JSIIANUI JoU SJudsaIday ()

%C6'S0T %€ E0T %8¥ 766
BETE %06 ¢ %IFC
%¥6'C %187C %EYT
PECETS 000°LT§ TIBCTS
TEPTorS [AFAA RS §OLCILS
woley 681 vy 154
6£T61Y 820°6LS SYT'TLI
Teeel o v 01 . 0S0'11
89t 96 vl 806°Sor t8'C L0191 ¥8L‘89S LYe 2991 S61°199
I [4 SLLT 90 I 8¥9°1 00’ 0 6v¥'l
€LS L81 9T'¢ 9T’s 659 LTS'TI €8y 980°1 0082
oTy eLL radR} 86'v ¥l 885VT 09¢C €TL1 191°99
%59°¢ ¥86°¢€1 6TL T8¢ S  %89T €TTYL § 170°0€S $ % LET £5S°C1 § SOU'1LS §
TEVTov S LITE9S SOLSTES
(143 S6t's 160°'9%
- - T16'11
299 08¥°'8T 1¥6'6T¥ 9°S L91°E€ 770885 06’y PECTE LSL'LS9
8I'C 4 ¥4 P86 91 c0¢ 1€1°2C 0’1 8L ILV'L
90°'¢ 118'C 905°SS e 968°C 91°v8 Li'E [4S% 4 689°¢h1
8C'S 8€9°¢C L68°89 ay 020y 0IS°L6 06'¢t 4% LEETYI
b8EL 918°12§  v69'S6T %  WSL9 6v6°ST$ 61Tv8E % 90'9 950CT $ 0979¢ §
(spuesnoty ut sxeffoq])
1500 jSoIo|]  2ouEeg 3500 1S3IoI] Souereq 1500 Sara1u] Fouereq
/PIPIA aderoay /PIA aderony /PIPIA aferony
a8eroAy 28e10AyY aferony
200¢ ‘ €002 00T
0f PQUIDIdaS papuy Teo X

‘sjosse Juiules

"SURO[ [BTUIDORUOU SOPNJOU] n

........ saniiqer] Suueagq-1sa1ul 3FeI0AR 01
$)9sSe Jures-1saIajul a5eioAe Jo oney

................................. ANV cﬂw.—NE HWU.—OME_ HUZ

....................................... MVNQ.—QM Ou.&.n quhU.—Cw

TToWIOOUN JSAI2ILT JIN

SI9PIOYNO0IS pue SIANTIqer] [BI0],
‘Aunbo siapioyyporg
...... soni[iqen] 210,
.................... wuﬁ_:n_a: m:_‘_wvgnamououc_-coz
............. Sau11gel] Sulieag-1saImul 10,

OO S SaMI[IqeI] 39O
SONLINOAS palidjald 1Snu,
................. sooueApe 91HA
..................................................... mumwoaoh—
san1jiqe1} SULeaq-1$91u]

.......... dourInSuy I paum(Q Yueg
$19sse Bulures-1sa1aul [210],
........ §]19sse mEE«m-umEBE Y10
...... 39015 g THJ PUB SIILINOSS JUSUIISIAU[
SANUNIIS paydrq 288310
(1) 2[qeAI2I21 SUBO]
:sy9s5e Suurea-1saIdu]

-1S2J0JU1 JO 9oue[Rq 93eIdAR oY) AQ PIPIAIP SWODUT ISOISJUT 13U S ST YDIYM |, ‘UISIEW 1S2I93UI Jou,, SI JWODUI JSDIAJUT JOU JO JOoJedIpul

Iayjouy Anjigeijold Jo j0jeJIPUI UB SB pasn A[Jeuoniper} dAeY syueq yoiym ‘peaids orer isaronu, 10 ‘sanifiqel] Suneag-isaisiul uo pred ojelr sfeioae pue
$)3sse SUIUIBO-1SOIIUT UO PauIe?d PIAIK 9FBIaAt 3] UIIMIQ SAOUIIJIP 9y 0) 10adsal yim pajedtpul spouad oy 10) uonewIojul syuasald osfe ayqe) sy,

'$aoue[eq pud-yiuow Juisn pandwiod a1e §19sse a3eloar [RI0], “S9dUEjeq pud-yjuow 3uisn pandwod M sadue[eq FeIAR
‘200T ‘0¢ tequadag papus 1eak oy 1o €00T ‘0¢ Jequeaides pue 00T ‘0f Joqueides papua sieak 2 10 ‘A[earioadsal ‘sanIfiqer] 1o sjasse Jo dueeq Kjrep
98e1oae oy Aq 9suadx9 10 awooul JuIpIAIp Aq PIALIDP Ik $1SOD pue otk yong pied soyes pue pauiea spjalf a8eioae sy pue pajediput spouad oy Joj sanliqer|
JO 1500 pue $)IsSE U0 PJaIA 95RISAR Y] $109[J21 puk 192ys 2ouefeq dFetoae s Auedwo)) 2y) 01 Funejol UOHBWIOJUI UIRLISD YIIO] S19s 9[qel Suimol[o} ay ]

sdjey] pue SPPIX ISRIIAY puR 1Sa1U] ‘douejey aderday



Rate/Volume Analysis

The table below sets forth certain information regarding changes in interest income and interest expense of
the Bank for the periods indicated. For each category of interest-earning asset and interest-bearing liability,
information is provided on changes attributable to: (i) changes in volume (changes in volume multiplied by old rate);
(ii) changes in rates (change in rate multiplied by old volume); and (iii) changes in rate/volume (changes in rate
multiplied by the changes in volume).

Year Ended September 30,
2004 vs. 2003 2003 vs. 2002
Increase (Decrease)
Due to
Rate/ Rate/
Volume Rate Volume Total Volume Rate Volume Total
(In thousands)
Interest income: ‘
Loans receivable .....c.ocoovviviieennirnninie e $(1,380) $(2,651) $ 138 $(3,893) $6,554 $(1,863) $(558) 34,133
Mortgage-backed securities .........ccccceurenn. 1,842 (215) (99) 1,528 1,513 (799) (332) 382
Investment securities and
FHLB StocK.......coovieeiieieieeeeec e 2,044 (227) (161) 1,656 1,448 (899) (464) 85
Other interest-earning assets ..........c.cocoovnnes (200) (Th___47 (224 269 (81) _(01) 87
Total interest-earning assets..............cc..... 2,306 (3,164) (75) (933) 9,784 (3,642) (1,455) 4,687
Interest expense:
DEPOSILS oveveirieecricree ettt 1,103 (1,645) (128) (670) 5,382 (3,714) (1,429) 239
FHLB advances.......ccccoocvevievenvnnvinnenne S 2,069 (584) (987) 498 275 130 46 451
Trust Preferred Securities .......coocceevviiineinns 524 (54) (43) 427 531 (15) (44) 472
Other liabilities ........cocoeveeieviereicieeieiee e, 0 (1) 0 1) 0 (1) 0 @))
Total interest-bearing ,
Habilities «ovovviiiiiee e 3.696 {2.284)(1,158) _ 254 6,188 (3.600) (1.427) 1,161
Change in net interest iNCOME.......oocvevviennns 1,390y 3 _(880)$1.083 $(1.187) $3.5968% (42) $ (28) $ 3.526

Comparison of Financial Condition at September 30, 2004 and 2003

During the twelve months ended September 30, 2004, the Company'’s assets increased by $105.4 million, or
15.8% from $668.2 million at September 30, 2003 to $773.6 million at September 30, 2004. The Company’s interest
bearing deposits in other banks decreased by $8.6 million or 76.8%, from $11.2 million at September 30, 2003 to
$2.6 million at September 30, 2004. The Company’s investment portfolio available for sale increased $37.6 million
or 31.0%, from $121.3 million at September 30, 2003 to $158.9 million at September 30, 2004. The Company’s
investment portfolio held to maturity remained stable at $2.5 million at September 30, 2003 and September 30,
2004. Loans receivable, net increased by $21.0 million, or 5.8%, from $365.1 million at September 30, 2003 to
$386.1 million at September 30, 2004. The Company's mortgage-backed securities available for sale increased by
$28.1 million, or 24.1%, from $116.2 million at September 30, 2003 to $144.3 million at September 30, 2004. The
Company’s mortgage-backed securities held to maturity increased by $8.2 million or 44.6% from $18.4 million at
September 30, 2003 to $26.6 million at September 30, 2004. During the twelve months ended September 30, 2004
the Company purchased $11.9 million of Bank Owned Life Insurance. The preceding was accomplished in an effort
to reduce interest rate risk in the balance sheet. The Bank was reluctant to make long-term low-rate loans in the low
interest rate environment that prevailed during the twelve month period ended September 30, 2004. In recent years,
the Company has placed emphasis on short term loans such as variable rate commercial loans, automobile loans,
home equity loans and short term mortgages. The Company increased commercial real estate loans by $10.9 million,
or 20.3% from $53.7 million at September 30, 2003 to $64.6 million at September 30, 2004.

Deposits increased by $28.7 million, or 5.2%, from $551.9 million at September 30, 2003 to $580.6 million
at September 30, 2004. The increase in deposits was achieved through normal marketing efforts. The growth in




deposits helped to fund security purchases. The security purchas“es have been short term balloon type products and
adjustable mortgage products. Advances from Federal Home Loan Bank of Atlanta increased by $88.6 million, or
274.3% from $32.3 million at September 30, 2003 to $120.9 million at September 30, 2004. The funds were used to
purchase securities and to fund loans. Accounts Payable Trade Date Securities decreased by $14.0 million or
100.0% from $14.0 million at September 30, 2003 to $0 at September 30, 2004. Trade date securities are

commitments to settle security purchases in the near future.

Stockholders’ equity decreased by $639,000, or 1.4%, from $44.8 million at September 30, 2003 to $44.1
million at September 30, 2004, which was partially attributable to the decrease in accumulated other comprehensive
income of $985,000, from a loss of $770,000 at September 30, 2003 to a loss of $1.8 million at September 30, 2004.
These unrealized losses are considered temporary as they reflect market values as of September 30, 2004 and are
subject to change daily as interest rates fluctuate. This decrease is due to the adjustment for the available for sale
securities recorded at market value in a rising rate environment arjrd has no impact on the Bank’s regulatory capital.

Comparison of Financial Condition at September 30, 2003 an“d 2002
\

During:the twelve months ended September 30, 2003, rhe Company's assets increased by $81.1 million, or
13.8% from $587.1 million at September 30, 2002 to $668.2 million at September 30, 2003. Loans receivable, net
decreased by $31.5 million, or 8.0%, from $396.6 million at Seprember 30, 2002 to $365.1 million at September 30,
2003. The Company's mortgage-backed securities available for sale increased by $55.8 million, or 92.4%, from
$60.4 million at September 30, 2002 to $116.2 million at September 30, 2003. The Company’s mortgage-backed
securities held to maturity decreased by $15.3 million or 45.4% /from $33.7 million at September 30, 2002 to $18.4
million at September 30, 2003. The Company’s investment portfo]ro available for sale increased $76.2 million or
169.0%, from $45.1 million at September 30, 2002 to $121. 3 million at September 30, 2003. The Company’s
investment portfolio held to maturity decreased by $2.0 million or 44.4% from $4.5 million at September 30, 2002
to $2.5 million at September 30, 2003. The preceding was accomplished in an effort to reduce interest rate risk in the
balance sheet. The Bank was reluctant to make long-term low-rate loans in the low interest rate environment that
prevailed during the twelve month period ended September 30, 2003. In recent years, the Company has placed
emphasis on short term loans such as automobile loans, home equity loans and short term mortgages. The Company
increased automobile loans by $5.0 million, or 5.4% from $93. 2 million at September 30, 2002 to $98.2 million at
September 30, 2003. i

Deposits increased by $53.1 million, or 10.6%, from $498.8 million at September 30, 2002 to $551.9
million at September 30, 2003. The increase in deposits was achieved through normal marketing efforts. The
growth in deposits helped to fund security purchases. The security purchases have been short term balloon type
products and adjustable mortgage products.

Stockholders’” equity decreased by $538,000, or 1.2%, from $45.3 million at September 30, 2002 to $44.8
million at September 30, 2003, which was partially attributable to the decrease in accumulated other comprehensive
income of $1.4 million from $665,000 at September 30, 2002 to $(771,000) at September 30, 2003.

Comparison of Operating Results for the Years Ended September 30, 2004 and 2003

Net Income: Net income decreased by $412,000, from|$1.3 million for the year ended September 30, 2003
to $885,000 for the year ended September 30, 2004. The decréase was due primarily to a decrease in net interest
income of $1.1 million, or 6.9% from $17.0 million for the year ended September 30, 2003 to $15.9 million for the
year ended September 30, 2004. This was partially offset by decreases in the provision for loan losses and income
taxes.

Net Interest Income: Net interest income decreased by $1.1 million or 6.9% from $17.0 million for the
year ended September 30, 2003 to $15.9 million for the year ended September 30, 2004. The decrease in net interest
income primarily was the result of decreases in the average rate in interest earning-assets and an increase in the
average balance of interest bearing liabilities. Due to declining interest rates and loans re-pricing faster than
deposits, the interest rate spread decreased 38 basis points from 2.81% for the year ended September 30, 2003 to
2.43% for the year ended September 30, 2004. The Company’s ratio of average interest-earning assets to average
interest-bearing liabilities decreased from 103.38% for the year ended September 30, 2003 to 99.48% for the year

ended September 30, 2004. The Company’s spread has decreaséd due to its strategy of making loans and purchasing
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mortgage backed securities and investments in a prevailing low rate economy. In an effort to avoid long term fixed
rate assets in the current interest rate environment, the Company’s investment strategy was to purchase securities
that were short term in nature and had step-up provisions. Likewise, investments in mortgage-backed securities
were primarily in adjustable loan products or maturities of ten years or less. Additionally, the ratio of interest
earning assets to interest bearing liabilities decreased because of investments in Bank Owned Life Insurance
products which produced income not classified as interest income. Improvements in spread should occur as interest
rates rise and the company has the resources from either re-pricing assets or new funds received.

Interest Income. Interest income decreased by $932,000, or 2.8% from $33.2 million for the year ended
September 30, 2003 to $32.2 million for the year ended September 30, 2004. Interest and fees on loans decreased
by $3.8 million, or 14.7%, from $25.9 million for the year ended September 30, 2003 to $22.1 million for the year
ended September 30, 2004. This was primarily due to a decrease in the average yield on loans of 69 basis points
from 6.75% at September 30, 2003 to 6.06% at September 30, 2004, and a $20.0 million decrease in the average
balance of loans receivable from $384.2 million at September 30, 2003 to $364.2 million at September 30, 2004.
The decrease in the average balance of loans was primarily attributable to increased competition in the refinancing
market, current economic conditions and management’s reluctance to make long-term low-rate loans in the low
interest rate environment that prevailed during the period. The decrease in the average yield was attributed to the
prevailing market rates in the economy. Interest on mortgage-backed securities increased by $1.5 million or 38.0%
from $4.0 million for the year ended September 30, 2003 to $5.5 million for the year ended September 30, 2004.
This increase was primarily due to the increase in the average balance of mortgage-backed securities from $97.5
million at September 30, 2003 to $142.3 million at September 30, 2004. The increase in the average balance more
than offset a decrease in the average rate from 4.12% at September 30, 2003 to 3.90% at September 30, 2004.
Interest and dividends on investment securities increased by $1.6 million or 57.2% from $2.9 million for the year
ended September 30, 2003 to $4.6 million for the year ended September 30, 2004. This was primarily due to an
increase in the average balance of investments of $59.5 million, or 70.7% from $84.2 million for the year ended
September 30, 2003 to $143.7 million for the year ended September 30, 2004. The increase in the average balance
more than offset a decrease in the average yield on investments from 3.44% for the year ended September 30, 2003
to 3.17% for the year ended September 30, 2004.

Interest Expense. Interest expense, which consists of interest on deposits, interest on borrowed money and
other interest expense increased from $16.1 million for the year ended September 30, 2003 to $16.4 million for the
year ended September 30, 2004 a change of $255,000 or 1.6%. Interest on deposits decreased $670,000 from $14.2
million at September 30, 2003 to $13.6 million at September 30, 2004 due to a decrease in the average yield on
deposits of 31 basis points from 2.68% for the year ended September 30, 2003 to 2.37% for the year ended
September 30, 2004. This was partially offset by an increase in the average balance of deposits of $41.1 million, or
7.8% from $530.0 million at September 30, 2003 to $571.1 million at September 30, 2004. The Company was able
to increase its deposits through normal marketing efforts. Interest on short-term borrowings increased by $162,000
or 100.6% for the year ended September 30, 2004. Interest on long-term borrowings increased by $336,000 or
31.6% for the year ended September 30, 2004. This increase was primarily due to an increase of $41.5 million in the
average balances of advances from the Federal Home Loan Bank of Atlanta during the year ended September 30,
2004. Also contributing to interest expense was interest on the Trust Preferred Securities/Junior Subordinated
Debentures which increased by $427,000 from $659,000 for the year ended September 30, 2003 to $1.1 million for
the year ended September 30, 2004. This increase was due to the increase in the average balance of Trust Preferred
Securities/Junior Subordinated Debenture from $12.5 million during 2003 to $22.5 million during 2004.

Provision for Loan Losses: The Company’s significant accounting policies are set forth in Note 1 of Notes
to Consolidated Financial Statements. Of these significant accounting policies, the Company considers its policy
regarding the allowance for loan losses to be its most critical accounting policy, because it requires management’s
most subjective and complex judgments. In addition, changes in economic conditions can have a significant impact
on the allowance for loan losses and therefore the provision for loan losses and results of operations. The Company
has developed appropriate policies and procedures for assessing the adequacy of the allowance for loan losses,
recognizing that this process requires a number of assumptions and estimates with respect to its loan portfolio. The
Company’s assessments may be impacted in future periods by changes in economic conditions, the impact of
regulatory examinations, and the discovery of information with respect to borrowers that is not known to
management at the time of the issuance of the consolidated financial statements.
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The Company charges provisions for loan losses to earnings to maintain the total allowance for loan losses
at a level management considers adequate to provide for probable loan losses. In determining the provision,
management considers prior loss experience, current economic' conditions and the probability of these conditions
affecting future loan performance. The Company made a provision for losses of $487,000 for the year ended
September 30, 2004, as compared to $1.4 million for the year ended September 30, 2003, representing a decrease of
$872,000. This decrease was partially attributable to the decrease in the average balance of loans of $20.0 million, or
5.2% from $384.2 million to $364.2 million. Loan chargeoffsjfor the year ended September 30, 2004 were $1.0
million as compared to $1.2 million for the year ended September 30, 2003, a decrease of $218,000. Loan charge
offs decreased due to the absence of a commercial loan loss of $569,000 which was charged off during the year
ended September 30, 2003. Loan recoveries were $423,000 fo;r the year ended September 30, 2004 compared to
$379,000 for the year ended September 30, 2003. Non performing loans at September 30, 2004 were $872,000 as
compared to $300,000 at September 30, 2003. The increase in non performing loans was partially due to two
delinquent commercial real estate loans with an aggregate balapce of $606,000 which are well collateralized. The
Bank does not expect to incur a loss from these two loans. The total loss allowance allocated to loans is $2.6 million.
In establishing such provisions, management considered an analysis of the risk inherent in the loan portfolio.

Other Income. Other income decreased by $209,000, or 13.2% from $1.6 million for the year ended
September 30, 2003 to $1.4 million for the year ended September 30, 2004. This decrease in other income for the
year ended September 30, 2004 was partially attributable to losses on repossessed assets of $255,000, and a decrease
of $345,000 in mortgage banking operations from $300,000 for the year ended September 30, 2003 to a $45,000 loss
for the year ended September 30, 2004. Gains from the sale of investments and mortgage backed securities also
decreased $262,000 from $284,000 for the year ended September 30, 2003 to $22,000 for the year ended September
30, 2004. These decreases were partially offset by increases in fees on transaction accounts and income from Bank
Owned Life Insurance. Fees on transaction accounts increased by $218,000 for the year ended September 30, 2004
due to an increase in the volume of transaction accounts. Income from Bank Owned Life Insurance increased
$487,000 from $0 for the year ended September 30, 2003 to $487,000 for the year ended September 30, 2004,

Non-interest Expenses. Total non-interest expenses increased by $399,000, or 2.6%, from $15.3 million
for the year ended September 30, 2003 to $15.7 million for the year ended September 30, 2004. The increase in
non-interest expenses was due to increases in salaries and related expenses of $371,000, or 4.4%. Occupancy
expense also increased by $179,000, from $1.6 million for the year ended September 30, 2003 to $1.8 million for the
year ended September 30, 2004. This was mainly due to normal increases in rent and electricity. Advertising
expense also increased by $137,000 or 18.7%, from $733,000 for the year ended September 30, 2003 to $870,000
for the year ended September 30, 2004. This increase was due' to additional advertising and increased advertising
cost during the period. These increases were partially offset by decreases in equipment expenses and telephone
postage and office supplies. Equipment expense decreased by $173,000, or 13.4% from $1.3 million for the year
ended September 30, 2003 to $1.1 million for the year ended September 30, 2004. This decrease was primarily due
to decreased equipment repairs and decreased depreciation lexpense. Telephone, postage and office supplies
decreased by $43,000 or 6.9% from $623,000 for the year ended September 30, 2003 to $580,000 for the year ended
September 30, 2004. This decrease was achieved through the in?reased use of interoffice mail and e-mail.

|

Income Taxes. The Company’s income tax expense was $144,000 and $655,000 for the year ended
September 30, 2004 and 2003, respectively. The Company’s effective tax rates were 14.0% and 33.6% for the year
ended September 30, 2004 and 2003, respectively. The decrease‘in the effective tax rate was primarily attributable to
the Bank’s earning non-taxable income from the Bank Owned Life Insurance.

1
Comparison of Cperating Resuits for the Years Ended Septejmber 30, 2003 and 2002

|

Net Income: Net income decreased by $434,000, from!$1.7 million for the year ended September 30, 2002

to $1.3 million for the year ended September 30, 2003. The decrease was due primarily to an $850,000, or 167.0%
increase in the provision for loans losses due to a large commercial loan charge off, and an increase in non interest
expenses of $4:0 million, or 35.0% from $11.4 million at September 30, 2002 to $15.3 million at September 30,
2003. This decrease was partially offset by an increase in net mterest income of $3.5 million, or 26.1% from $13.5
million at September 30, 2002 to $17.0 million at September 30 2003.

Net Interest Income: Net interest income increased b;y $3.5 million or 26.1% from $13.5 million for the
year ended September 30, 2002 to $17.0 million for the year ended September 30, 2003. The increase in net interest
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income primarily was the result of increases in the volume of interest-earning assets. These increases allowed the
Company to improve net interest income despite a 13 basis point decrease in interest rate spread. The Company’s
ratio of average interest-earning assets to average interest-bearing liabilities decreased from 105.9% for the year
ended September 30, 2002 to 103.4% for the year ended September 30, 2003. Interest rate spread decreased from
2.94% at September 30, 2002, to 2.81% at September 30, 2003 due to declining interest rates as assets re-priced
more rapidly than deposits.

Interest Income: Interest income increased by $4.7 million, or 16.5%, from $28.5 million for the year
ended September 30, 2002 to $33.2 million for the year ended September 30, 2003. Interest and fees on loans
increased by $4.1 million, or 18.9% from $21.8 million at September 30; 2002 to $25.9 million at September 30,
2003. This increase was due primarily to an increase in the average balance of loans of $88 million, from $295.7
million at September 30, 2002 to $384.2 million at September 30, 2003. Which more than offset a decrease in the
average yield on loans of 63 basis points from 7.38% for the period ended September 30, 2002 to 6.75% for the
period ended September 30, 2003. The increase in the average balance of loans was primarily attributable to the
merger with WHG Bancshares which consisted of $116.8 million in loans receivable. Also contributing to the
increase in interest income was $382,000, or 10.5% increase in interest on mortgage backed securities, which
increased primarily due to an increase in the average balance of mortgage backed securities from $68.9 million at
September 30, 2002 to $97.5 million at September 30, 2003. Interest and dividends on investment securities also
increased $85,000, or 3.0%. Other interest income increased by $87,000 of 40.5% from $215,000 at September 30,
2002 to $302,000 at September 30, 2003.

Interest Expense: Interest expense increased by $1.2 million or 7.8% from $14.9 million for the year ended
September 30, 2002 to $16.1 million for the year ended September 30, 2003. This increase was due to an increase in
the average volume of deposits, which are the largest component of the Company’s interest-bearing liabilities. The
average balance of deposits increased by $147.3 million, or 38.5%, from $382.7 million at September 30, 2002 to
$530.0 million at September 30, 2003. The Company was able to increase its deposits through its use of advertising
and the acquisition of WHG Bancshares. The increase in interest expense was partially offset by a decrease of 97
basis points in the average yield paid on deposits, from 3.65% for the year ended September 30, 2002 to 2.68% for
the year ended September 30, 2003. Also contributing to the increase in interest expense was an increase in interest
paid on short-term borrowings of $42,000 from $119,000 at September 30, 2002 to $161,000 at September 30, 2003,
and interest on long-term borrowings increased by $410,000. This increase was primarily due to an increase of $6.4
million in Federal Home Loan Bank of Atlanta average advances. With the acquisition of WHG Bancshares the
bank acquired longer term higher rate advances. Interest on trust preferred securities also contributed to increased
interest expense. Interest on the Trust Preferred Securities increased $470,000 from $189,000 at September 30, 2002
to $659,000 at September 30, 2003, primarily due to a full year’s interest expense on $12.5 million for the year
ended September 30, 2003 compared to a partial year for the year ended September 30, 2002. Interest expense was
only slightly impacted by the $10.0 million issuance of trust preferred securities on September 29, 2003. However it
is expected to result in approximately $458,000 of interest expense in the next year.

Provision for Loan Losses: The Company’s significant accounting policies are set forth in Note 1 of Notes
to Consolidated Financial Statements. Of these significant accounting policies, the Company considers its policy
regarding the allowance for loan losses to be its most critical accounting policy, because it requires management’s
most subjective and complex judgments. In addition, changes in economic conditions can have a significant impact
on the allowance for loan losses and therefore the provision for loan losses and results of operations. The Company
has developed appropriate policies and procedures for assessing the adequacy of the allowance for loan losses,
recognizing that this process requires a number of assumptions and estimates with respect to its loan portfolio. The
Company’s assessments may be impacted in future periods by changes in economic conditions, the impact of
regulatory examinations, and the discovery of information with respect to borrowers that is not known to
management at the time of the issuance of the consolidated financial statements.

Provisions for loan losses are charged to earnings to maintain the total allowance for loan losses at a level
considered adequate by management to provide for probable loan losses, based on prior experience, volume and
type of lending conducted by the Company, industry standards and past due loans in the Company’s loan portfolio.
The Company established provisions for loan losses of $1.4 million and $509,000 for the years ended September 30,
2003 and 2002, respectively. In establishing such provisions, management considered the delinquency of its loan
portfolio as well as a review of classified assets. The $1.4 million in provisions for loan losses included the
replenishment of the allowance due to the charge off of $569,000 for a commercial loan. In addition, management
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considered the level of the Company’s non-performing loans, ‘which were $300,000 and $1,391,000 at September
30, 2003 and September 30, 2002 respectively.

Other Income: Other income increased by $534,000, or 50.7% from $1.1 million for the year ended
September 30, 2002 to $1.6 million for the year ended Septerrjlber 30, 2003. The increase in other income for the
year ended September 30 2003 was partially attributable to gains on the sale of loans of $344,000 for the year ended
September 30, 2003 compared to $230,000 for the year ended September 30, 2002. There was also a gain on the sale
of Mortgaged Backed Securities of $230,000 for the year ended September 30, 2003, compared to a gain of $2,000
for the year ended September 30, 2002. These gains were achieved through the Company’s implementation of a
strategy to mitigate interest rate risk. These gains may not be achieved in the future should market conditions
change. Fees on transaction accounts increased by $128,000 due to the increase in the volume of transaction
accounts. Servicing fee income decreased $57,000 from $13,000 for the year ended September 30, 2002 to
$(44,000) for the year ended September 30, 2003. This decrease was attributable to accelerated amortization of the
servicing premium on loans sold due to payoffs.

Non-interest Expenses: Total non-interest expenses 1ncreased by $4.0 million, or 35.0%, from $11.4
million for the year ended September 30, 2002 to $15.3 mxlllon for the year ended September 30, 2003. The
increase in non-interest expenses was due to increases in salanes and related expenses of $2.3 million, or 38.2%.
The increase in salaries was partially due to the increased personnel due to the merger with WHG Bancshares and
increased loan personnel as the Company attempts to diversify‘ into the commercial loan market. The increase in
non-interest expenses also was due in part to the absence of a credit to compensation expense of $169,000 for the
year ended September 30, 2002 for the directors retirement plan due to the decline of value of the shares held in the
Rabbi-Trust. The Company established the Rabbi-Trust to hold shares of Company Common Stock in connection
with the Company's obligation to pay deferred compensation under the Directors' Retirement Plan. The related
deferred compensation obligation was classified as a liability and adjusted with a corresponding charge (or credit) to
compensation cost by multiplying the number of shares owned by the Rabbi Trust by the change in the fair market
value of each share, to reflect changes of the amount owed to the directors. No future adjustments to compensation
expense for the Rabbi-Trust are required as a result of stockholder approval of an amendment to the Directors’
Retirement Plan at the 2002 annual meeting of stockholders. ‘

The Company also experienced increases of $533,000, or 55.6% in data processing expenses, from
$958.,000 at September 30, 2002 to $1.5 million at Septembér 30, 2003. This increase was primarily due to an
increased number of transaction accounts due to the merger w1th WHG Bancshares and a rate increase. Occupancy
expense increased by $391,000 or 31.3% from $1.2 million at S‘eptember 30, 2002 to $1.6 million at September 30,
2003. The Company also experienced increases of $335,000, or 35.1% in property and equipment expense and an
increase of $165,000, or 36.1% in telephone, postage and office supplies. These increases were due to the cost of the
additional branch offices acquired in the WHG Bancshares merger.

Income Taxes: The Company’s income tax expense was $655,000 and $984,000 for the years ended
September 30, 2003 and September 30, 2002 respectively. The Company s effective tax rate was 33.6% and 36.2%
for the years ended September 30, 2003 and 2002 respectively.| The reduction in the effective tax rate for the year
ended September 30, 2003 was due to an increase in interest on state tax exempt securities.

|

Liquidity and Capital Resources |

The Company has no business other than that of the Bank and investing the net stock issuance proceeds
retained by it. The Bank is subject to certain regu]atory hmltatlons with respect to the payment of dividends to the
Company. : |

At September 30, 2004, the Bank exceeded all regulathy minimum capital requirements. For information
regarding the Bank’s retained earnings as reported in its financial statements at September 30, 2004 to its tangible,
core and risk-based capital levels and a comparison of regu]atory requirements, see Note 14 of Notes to
Consolidated Financial Statements. \

June, 2003, the company issued $12,887,000 of junior}subordinated debentures (the debentures) to BCSB
Bankcorp Capital Trust I (the Trust), a Delaware business trus;t, in which the Company owns ali of the common
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equity. The debentures carry a rate of 3.65% over the three month LIBOR rate, and resets quarterly, the rate was
5.67% and 4.76% at September 30, 2004 and 2003 respectively.

The debentures are the sole asset of BCSB Bankcorp Capital Trust I. BCSB Bankcorp Capital Trust I
issued $12,500,000 of mandatory redeemable preferred securities to investors. The Company’s obligation under the
debentures and related documents, taken together, constitute a full and unconditional guarantee by the Company of
BCSB Bankcorp Capital Trust I obligations under the preferred securities. The Preferred securities are redeemable
by the Company on or after June 30, 2007 or under certain conditions in whole but not in part at any time at a
redemption price equal to 103% of the principal amount plus any accrued interest.

September, 2003, the company issued $10,310,000 of junior subordinated debentures (the debentures) to
BCSB Bankcorp Capital Trust II (the Trust), a Delaware business trust, in which the Company owns all of the
common equity. The debentures carry a rate of 3.00% over the three month LIBOR rate, and resets quarterly, the
rate was 4.60% and 4.16% at September 30, 2004 and 2003 respectively. The debentures are the sole asset of BCSB
Bankcorp Capital Trust II. BCSB Bankcorp Capital Trust II issued $10,000,000 of mandatory redeemable preferred
securities to investors. The Company’s obligation under the debentures and related documents, taken together,
constitute a full and unconditional guarantee by the Company of BCSB Bankcorp Capital Trust II obligations under
the preferred securities. The Preferred securities are redeemable by the Company on or after October 7, 2008 or
under certain conditions in whole but not in part at any time at a redemption price equal to 103% of the principal
amount plus any accrued interest.

The Company’s primary sources of funds are deposits and proceeds from maturing investment securities
and mortgage-backed securities and principal and interest payments on loans. While maturities and scheduled
amortization of mortgage-backed securities and loans are a predictable source of funds, deposit flows and mortgage
prepayments are greatly influenced by general interest rates, economic conditions, competition and other factors.

The primary investing activities of the Company are the origination of loans and the purchase of investment
securities and mortgage-backed securities. During the years ended September 30, 2004, 2003, and 2002, the Bank
had $148.6 million, $159.2 million and $129.2 million respectively, of loan originations. During the years ended
September 30, 2004, 2003 and 2002, the Company purchased investment securities in the amounts of $77.8 million,
$161.1 million, and $72.8 million respectively, and mortgage-backed securities in the amounts of $73.2 million,
$108.8 million, and $52.8 million respectively. The primary financing activity of the Company is the attraction of
savings deposits.

The Company has other sources of liquidity if there is a need for funds. The Bank has the ability to obtain
advances from the FHLB of Atlanta. In addition, the Company maintains a portion of its investments in
interest-bearing deposits at other financial institutions that will be available, if needed.

The Bank’s average daily liquidity ratio for the month of September 2004 was approximately 47.6%.
Management seeks to maintain a relatively high level of liquidity in order to retain flexibility in terms of investment
opportunities and deposit pricing. Because liquid assets generally provide for lower rates of return, the Bank’s
relatively high liquidity will, to a certain extent, result in lower rates of return on assets.

The Company’s most liquid assets are cash, interest-bearing deposits in other banks and federal funds sold,
which are short-term, highly liquid investments with original maturities of less than three months that are readily
convertible to known amounts of cash. The levels of these assets are dependent on the Company’s operating,
financing and investing activities during any given period. At September 30, 2004, cash, interest-bearing deposits in
other banks and federal funds sold totaled $14.9 miltion, $2.6 million and $384,000, respectively.

The Company anticipates that it will have sufficient funds available to meet its current commitments.
Certificates of deposit which are scheduled to mature in less than one year at September 30, 2004 totaled $201.4
million. Based on past experience, management believes that a significant portion of such deposits will remain with
the Bank. The Bank is a party to financial instruments with off-balance-sheet risk made in the normal course of
business to meet the financing needs of its customers. These financial instruments are standby letters of credit, lines
of credit and commitments to fund mortgage loans and involve to varying degrees elements of credit risk in excess
of the amount recognized in the statement of financial position. The contract amounts of those instruments express
the extent of involvement the Bank has in this class of financial instruments and represents the Bank’s exposure to
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credit loss from nonperformance by the other party. The Bank generally requires collateral or other security to
support financial instruments with off-balance-sheet credit risk. At September 30, 2004, the Bank had commitments
under standby letters of credit, lines of credit and commitments to originate mortgage loans of $634,000, $24.3
million and $7.6 million, respectively. See Note 3 of Notes to Consolidated Financial Statements.

The Company announced a stock repurchase program on February 14, 2001. The company repurchased
740 shares at an aggregate cost of $9,000, 864 shares at an aggregate cost of $14,000 and 420 shares at an aggregate
cost of $6,000 during the years ended September 30, 2002, 2003 and 2004 respectively.

In keeping with the Company’s stated policy, quarterly dividends were declared on November 26, 2003,
February 26, June 9, and August 25, 2004 of 12.5¢ each. In keeping with Federal regulations, Baltimore County
Savings Bank, M.H.C. (the “MHC”) applied for, and elected to waive receipt of, dividends from the Company as to
its shares, which amounted to 3,754,960 shares as of December 1, 2004, or 63.7% of all outstanding shares of the
Company’s common stock. The dividend rate is based in part on the Bank’s strong capital position (see Note 14 of
Notes to Consolidated Financial Statements) and the flexibility of the mutual holding company structure whereby
the MHC, with regulatory approval, has waived dividends otherwise payable to it. This has enabled the Bank to
reward its public shareholders with a strong dividend stream while retaining sufficient capital to support Company
operations, earnings growth and the Bank’s branch expansion business plan.

Commitments, Contingencies and Off-balance Sheet Arrangements

The Company is a party to financial instruments with off-balance sheet risk including commitments to
extend credit under existing lines of credit and commitments to sell loans. These instruments involve, to varying
degrees, elements of credit and interest rate risk in excess of the amount recognized in the consolidated balance
sheets.

Off-balance sheet financial instruments whose contract amounts represent credit and interest rate risk are

summarized as follows:

September 30, 2004  September 30, 2003
(dollars in thousands)

Commitments to originate new loans 3 $ 7,616 $ 10,600
Unfunded commitments to extend credit under existing

equity line and commercial lines of credit 24,330 20,410
Commercial letters of credit 634 419

Commitments to originate new loans or to extend credit are agreements to lend to a customer as long as
there is no violation of any condition established in the contract Loan commitments generally expire within 30 to
45 days. Most equity line commitments for the unfunded portlon of equity lines are for a term of 20 years, and
commercial lines of credit are generally renewable on an annual basis. Commitments generally have fixed
expiration dates or other termination clauses and may require payment of a fee. Since many of the commitments are
expected to expire without being drawn upon, the total commitment amounts do not necessarily represent future
cash requirements. The Company evaluates each customer’s creditworthiness on a case-by-case basis. The amount
of collateral obtained, if deemed necessary by the Company upon extension of credit, is based on management’s
credit evaluation of the borrower.
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Contractual Obligations

The following table sets forth the Company’s contractual ob]igatiohs as of September 30, 2004.

Payments due by period
(Dollars in thousands)

Less than
1 year 1-3 years 4-5 years Over S years Total

Time Deposits $ 201,421 $ 162,534 $ 27,939 $ - $ 391,894
Long-term borrowings 77,100 25,000 9,000 9,000 120,100
Junior Subordinated Debenture -- -- - 23,197 23,197
Lease obligations 990 3,271 1,587 8,290 14,138
Total contractual cash

Obligations $§ 279511 $ 190.805 $ 38,526 $ 40487 $549.329

Impact of Inflation and Changing Prices

The Consolidated Financial Statements and Notes thereto presented herein have been prepared in
accordance with accounting principles generally accepted in the United States of America, which require the
measurement of financial position and operating results in terms of historical dollars without considering the change
in the relative purchasing power of money over time and due to inflation. The impact of inflation is reflected in the
increased cost of the Company’s operations. Unlike most industrial companies, nearly all the assets and liabilities of
the Company are monetary in nature. As a result, interest rates have a greater impact on the Company’s
performance than do the effects of general levels of inflation. Interest rates do not necessarily move in the same
direction or to the same extent as the price of goods and services. ‘

Off-Balance Sheet Arrangements

As of the date of this Annual Report, the Company does not have any off-balance sheet arrangements that
have or are reasonably likely to have a current or future effect on the Company’s financial condition, change in
financial condition, revenues or expenses, results of operations, liquidity, capital expenditures or capital resources
that are material to investors, except for the guarantees made by the Company with respect to the trust preferred
securities issued by each of the Business Trust and the Statutory Trust, which are discussed in the “Liquidity and
Capital Resources” subsection of this Annual Report and in footnote 9 to the audited financial statements. The term
“off-balance sheet arrangement” generally means any transaction, agreement, or other contractual arrangement to
which an entity unconsolidated with the Company is a party under which the Company has (i) any obligation arising
under a guarantee contract, derivative instrument or variable interest; or (ii) a retained or contingent interest in assets
transferred to such entity or similar arrangement that serves as credit, liquidity or market risk support for such assets.
Additionally, the Bank does have commitments to originate loans in the ordinary course of business, as disclosed
herein.

Impact of New Accounting Standards

On March 31, 2004, the FASB ratified Emerging Issues Task Force Issue No 03-1, “The Meaning of Other-
Than-Temporary Impairment and Its Application to Certain Investments, (“EITF 03-1"), which provides guidance
on recognizing other-than-temporary impairments on certain investments. EITF 03-1 is effective for other-than-
temporary impairment evaluations for investments accounted for under SFAS No. 115, “Accounting for Certain
Investments in Debt and Equity Securities,” as well as non-marketable securities accounted for under the cost
method for reporting periods beginning after June 15, 2004. On September 30, 2004, the FASB directed the staff to
delay the effective date for the measurement and recognition guidance contained in paragraphs 10-20 of EITF 03-1.
This delay will be superseded concurrent with the final issuance of FSP EITF 03-1a. During the period of delay, the
Company continues to apply the relevant “other-than-temporary guidance under SFAS No. 115, “Accounting for
Certain Investments in Debt and Equity Securities.”
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Beard Miller
Company v

Certified Public Adcoundants and Consultants

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Stockholders and Board of Directors
BCSB Bankcorp, Inc.
Baltimore, Maryland

We have audited the consolidated statements of financial condition of BCSB Bankcorp, Inc. and Subsidiaries as of
September 30, 2004 and September 30, 2003 and the related consolidated statements of operations, stockholders’ equity and cash
flows for each of the years in the three year period ended September 30, 2004. These consolidated financial statements are the
responsibility of the Company's management. Our responsibility is to express an opinion on these consolidated financial statements
based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Bbard (United
States). Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the consolidated
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the consolidated financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall consolidated financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of BCSB Bankcorp, Inc. and Subsidiaries as of September 30, 2004 and 2003, and the consolidated results of their operations
and their cash flows for each of the years in the three year period ended September 30, 2004, in conformity with accounting principles

generally accepted in the United States of America.

Beand Mithn Coopamy 227

November 30, 2004
Baltimore, Maryland
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BCSB BANKCORP, INC. AND SbBSIDIARIES
Baltimore, Marvlancji

CONSOLIDATED STATEMENTS OF F INANCIAL CONDITION

September 30,
2004 2003
| (dollars in thousands except per share
‘ data)
Assets
Cash $ 14,852 § 11,032
Interest bearing deposits in other banks ‘ o 2,579 11,188
Federal funds sold ‘ 384 988
Cash and Cash Equivalents 17,815 23,208
Interest bearing time deposits ' 100 100
Investment securities, available for sale 158,948 121,290
Investment securities, held to maturity (fair value approximates $2,496) 2,497 2,500
Loans receivable, net of allowances of ($2,587) and ($2,698) 386,136 365,055
Loans held for sale -- 248
Mortgage backed securities, available for sale 144,260 116,204
Mortgage backed securities, held to maturity (fair value approximates $26,895) 26,631 18,394
Premises and equipment, net ; 9,240 9,227
Federal Home Loan Bank of Atlanta stock, at cost 6,105 3,305
Bank owned life insurance 11,912 ' --
Goodwill and other intangible assets 2,656 2,715
Accrued interest and other assets 7.318 5,952
Total assets ‘ $773.618 $668,198
Liabilities and Stockholders’ Equity
Liabilities |
Deposits: A
Non-interest bearing 19,309 17,929
Interest-bearing ; 561,313 534,000
Total Deposits ‘ 580,622 551,929
Federal Home L.oan Bank of Atlanta advances ‘ 120,920 32,268
Trust preferred securities - 22,500
Junior subordinated debenture f 23,197 -
Accounts payable trade date securities 13,998

Total liabilities $729,489 $623.430

Other liabilities ; ; 4750 2.735
' |
Commitments and contingencies (Notes 3, 5, 7, 8,9, 10, 11, 12 and 13)
Stockholders’ Equity j

Common stock (par value $.01 — 13,500,000 authorized,
5,899,173 and 5,885,593 shares issued and outstanding

at September 30, 2004 and 2003, respectively) ‘ 59 59
Additional paid-in capital 1 20,969 20,652
Obligation under rabbi trust j 1,222 1,243
Retained earnings (substantially restricted) " 25,407 25,557
Accumulated other comprehensive (loss) (net of taxes) ! (1,755) (770)
Employee stock ownership plan | (593) (776)
Stock held by rabbi trust ‘ ! (1,180) (1,197)

Total stockholders’ equity ) 44,129 44,768
Total liabilities and stockholders’ equity | $773.618 $668,198

. |
The accompanying notes to consolidated financial statements are an integral part of these statements.
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BCSB BANKCORP, INC. AND SUBSIDIARIES

Baltimore, Maryland

CONSOLIDATED STATEMENTS OF OPERATIONS

Interest and fees on loans

Interest on mortgage backed securities

Interest and dividends on investment securities
Other interest income

Total interest income

Interest on deposits

Interest on borrowings — short term
Interest on borrowings ~ long term
Other interest expense

Total interest expense

Net interest income
Provision for losses on loans

Net interest income after provision for losses on loans

Other Income
Mortgage Banking Operations
Fees on transaction accounts
Gain from sale of investments and mortgage backed securities
Income from Bank Owned Life Insurance
Miscellaneous income
Net other income

Non-Interest Expenses
Salaries and related expense
Occupancy expense
Data processing expense
Property and equipment expense
Advertising
Telephone, postage and office supplies
Other expenses

Total non-interest expenses

Income before tax provision
Income tax provision
Net income

Net Income Per Share of Common Stock
Basic

Diluted

The accompanying notes to consolidated financial statements are an integral part of these statements.

For Years Ended
September 30,
2004 2003 2002
(dollars in thousands except per share data)
$ 22,056 $ 25,948 % 21,816
5,548 4,020 3,638
4,552 2,896 2,811
78 302 215
32,234 33,166 28,480
13,553 14,223 13,984
323 161 119
1,400 1,064 654
1,086 659 189
16,362 16,107 14 946
15,872 17,059 13,534
487 1,359 509
15,385 15,700 13,025
45) 300 243
759 541 413
22 284 94
487 -- --
156 463 303
1,379 1,588 1,053
8,810 8,439 6,106
1,821 1,642 1,251
1,560 1,490 958
1,115 1,288 953
870 733 763
580 623 457
979 1,121 875
15,735 15,336 11,363
1,029 1,952 2,715
144 655 984
$ 885 $ 1,297 § 1,731
$ 0.15 § 023 $ 0.31
$ 0.15 § 0.30
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BCSB BANKCORP, INC. AND 'SUBSIDIARIES
Baltimore, Maryland
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
FOR THE YEARS ENDED SEPTEMBER 30, 2004, 2003, AND 2002

Accumulated

Balance - October 1, 2001
Compensation under stock-based
Benefit plans
Exercised options
Rabbi trust liability
Acquisition of stock for rabbi trust
Treasury stock purchased (740 shares)
Cash dividends declared (3.50 per share)
Comprehensive income
Net income for the year ended
September 30, 2002
Net change in unrealized gains on
investment securities and mortgage-
backed securities, net of tax of $275
Reclassification adjustment for
gains included in net income on
available for sale securities, net of
tax of $32
Comprehensive income
Balance ~ September 30, 2002

Compensation under stock-based -
Benefit plans
Exercised options
Rabbi trust liability
Treasury stock purchased (864 shares)
Cash dividends declared (3.50 per share)
Comprehensive income
Net income for the year ended
September 30, 2003
Net change in unrealized gains on
investment securities and mortgage-
backed securities, net of tax of $903
Reclassification adjustments for gains
included in net income on available for
sale securities, net of tax of $110
Comprehensive Joss
Balance — September 30, 2003

Compensation under stock-based
benefit plans
Exercised options
Rabbi trust liability
Treasury stock purchased (420 shares)
Distribution of stock for rabbi trust
Cash dividends declared ($.50 per share)
Net income for the year ended
September 30, 2004
Net change in unrealized gains (loss) on
investment securities and mortgage-
backed securities, net of tax of $612
Reclassification adjustment for gains
included in net income on available for
sale securities, net of tax of $§7
Comprehensive loss
Balance - September 30, 2004

' Other Employee
Additional  Obligation C(;)mprehensive Stock Stock Held Total
Common  Paid-In Under Rabbi  Retained Income (loss)  Ownership By Rabbi  Stockhoiders
Stock Capital Trust Earnings Net of Taxes Plan Trust Equity
(dollars in thousands except per share data)
$59 $20,116 5§ - $24,556 $282 $(1,143)  $(1,140) $42;730
- 135 - - - 183 - 318
- 60 - - - - - 60
- - 1,157 - - - - 1,157
- - - - - - ) (57
- ©) - - - - - )
- - - e | - ~ - (1,007)
- - - 1,731 - - - -
- - . - 443 - - -
- - - - (60) - - -
- - - - - - - 2,114
59 20,302 1,157 25,280 665 (960) (1,197) 45,306
?
- 262 - _ - 184 - 446
- 102 - - - - -- 102
- - 86 - - - - 86
- (14) - - - - - (14)
- - - (1,020) -- - - (1,020)
- - - 1,297 - -- - --
- - - - (1,261) - - -
- - - - (174) - - -
= - - = - - - 138)
59 20,652 1,243 25,557 (770) (776) (1,197) 44,768
- 206 - - - 183 - 389
- 117 - - - - - 117
- - @) - - - - @)
- 6) - - - - - 6
- - a7 - - - 17 -
- - (1,035) (1,035)
- - - 885 . - - -
- - - - (970) - - --
- - - - (15) - - -
_ == = = = - - (100)
$59  _$20.969 $1.222 $25.407 $(1.755) 8(593)  $(1.180) $44,129
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BCSB BANKCORP. INC. AND SUBSIDIARIES
Baltimore, Marvland

CONSOLIDATED STATEMENTS OF CASH FLOWS

For Years Ended
September 30,
2004 2003 2002
(dollars in thousands)

Operating Activities
Net income $ 885 $ 1,297 $ 1,731
Adjustments to Reconcile Net Income to Net Cash
Provided by Operating Activities

Dividends on investment securities (1,156) 979) (931)
Gain on sale of investments and mortgage-backed securities (22) (284) (94)
Loans originated for sale (3,201) (12,227) (10,183)
Proceeds from loans sold 3,491 12,324 10,413
Gain on loans sold 42) (344) (230)
Amortization of deferred loan fees, net (232) (679) (238)
Provision for losses on loans 487 1,359 509
Non-cash compensation under stock-based benefit plan 389 446 318
Amortization of premiums and discounts, net 331 199 107
Provision for depreciation 898 986 816
Loss on disposal of premises and equipment 11 -- 14
Loss on sale of foreclosed real estate - -- -6
Loss on sale of repossessed assets 255 -- --
Income from bank owned life insurance (487) -- -~
(Increase) decrease in accrued interest and other assets (50) 506 (567)
Increase (decrease) in other liabilities 1,902 (70) (1,120)
Increase (decrease) in obligation under rabbi trust 4) 87 --
Net cash provided by operating activities 3,455 2.621 551
Cash Flows from Investing Activities
Proceeds from maturing interest-bearing deposits - -- 2,253
Purchase of WHG Corporation, net of cash acquired -- -~ (4,319)
Purchase of bank owned life insurance (11,425) -- --
Purchase of investment securities ~ available for sale (75,286) (160,646) (70,344)
Proceeds from maturities of investment securities — available for sale 21,130 69,800 16,612
Proceeds from sale of investment securities — available for sale 16,976 15,088 34,361
Purchases of investment securities — held to maturity (2,498) (500) (2,496)
Proceeds from maturities of investment securities — held to maturity 2,500 2,500 16,500
Net (increase) decrease in loans (22,322) 30,211 (12,560)
Purchase of mortgage-backed securities — available for sale (59,968) (105,531) (45,235)
Principal collected on mortgage-backed securities 32,964 48,012 27,296
Proceeds from sale of mortgage-backed securities - available for sale 2,704 18,093 2,934
Purchase of mortgage-backed securities — held to maturity (13,273) (3,255) (7,590)
Proceeds from sales of foreclosed real estate -- -- 75
Proceeds from sale of premises and equipment 15 -- -
Proceeds from sales of repossessed assets 362 - --
Investment in premises and equipment (937) (1,582) (515)
{(Purchase) redemption of Federal Home Loan Bank of Atlanta stock (2,800) 635 (655)
(Decrease) increase in accounts payable trade date securities (13.998) 13,998 -
Net cash used by investing activities $(125.856) $(73.177)  $(43.683)
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BCSB BANKCORP, INC. AND SUBSIDIARIES
Baltimore, Marvland

CONSOLIDATED STATEMENTS OF CASH FLOWS

For Years Ended
September 30,
2004 2003 2002
(dollars in thousands)
Cash Flows from Financing Activities
{(Decrease) increase.in checks written in excess of bank balance $ - $ (391) $ 391
Net increase in deposits ‘ 28,969 54,223 55,532
Net increase in advances by borrowers for taxes and insurance 111 (340) (245)
Proceeds from Federal Home Loan Bank of Atlanta advances 210,127 14,000 6,900
Repayment of Federal Home Loan Bank of Atlanta advances (121,277) (8,500) (18,200)
Acquisition of stock for rabbi trust -- -- (57)
Proceeds from trust preferred securities issued -- 10,000 12,500
Treasury stock purchased (6) (14) %)
Exercised stock options 117 102 60
Dividends paid (1,033) (1,019) (1.006)
Net cash provided by financing activities 117.008 68.061 5.866
(Decrease) increase in cash equivalents $ (5393) § (2,495) $12,734
Cash and cash equivalents at beginning of period 23,208 25,703 12,969
Cash and cash equivalents at end of period $ 17815 $ 23,208 $25703
Supplemental Disclosure of Cash Flows Information
Cash paid during the period for:
Interest : $ 16,101 $ 16,157 $15223
Income taxes 3 220 $ 1,620 $ 990

The accompanying notes to consolidated financial statements are an integral part of these statements.
|
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BCSB BANKCORP, INC. AND SUBSIDIARIES
Baltimore, Maryland

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies

Principles of Consolidation - BCSB Bankcorp, Inc. (the “Company”) owns 100% of the voting stock of

Baltimore County Savings Bank, F.S.B. (the “Bank™). The Bank owns 100% of Baltimore County Service

Corporation and Ebenezer Road, Inc. The accompanying consolidated financial statements include the

accounts and transactions of these companies on a consolidated basis since date of acquisition. All

intercompany transactions have been eliminated in the consolidated financial statements. Ebenezer Road,

Inc. sells insurance products, its operations are not material to the consolidated financial statements.
- Baltimore County Service Corporation is currently inactive.

In January 2003, the Financial Accounting Standards Board issued FASB Interpretation No. 46,
“Consolidation of Variable Interest Entities, an Interpretation of ARB No. 51, which was revised in
December 2003. This Interpretation provides guidance for the consolidation of variable interest entities
(“VIEs”). BCSB Bankcorp Capital Trust I (“BCSB I”) and BCSB Capital Trust I (“BCSB 1I”) qualify as
variable interest entities under FIN 46. BCSB I and BCSB II issued mandatorily redeemable preferred
securities (“Trust Preferred Securities™) to third-party investors and loaned the proceeds to the Company.
BCSB 1 and BCSB 1I hold, as their sole assets, subordinated debentures issued by the Company.
Accordingly the Trust Preferred Securities have been reclassified as Junior Subordinated Debentures.

FIN 46 required the Company to deconsolidate BCSB I and BCSB II from the consolidated
financial statements as of March 31, 2004. There has been no restatement of prior periods for the adoption
of FIN 46. The impact of this deconsolidation was to increase jumior subordinated debentures by
$23,197,000 and reduce trust preferred securities by $22,500,000, which had represented the Trust
Preferred Securities of the trust. The Company’s equity interest in the trust subsidianes of $697,000, which
had previously been eliminated in consolidation, is now reported in “Other assets” as of March 31, 2004.
The deconsolidation had no effect on the Bank’s capital for regulatory reporting purposes. The adoption of
FIN 46 did not have an impact on the Company’s results of operations or liquidity.

Business - The Company’s primary purpose is ownership of the Bank. The Bank's primary business
activity is the acceptance of deposits from the general public in their market area and using the proceeds
for investments and loan originations. The Bank is subject to competition from other financial institutions.
The Bank is subject to the regulations of certain federal agencies and undergoes periodic examinations by
those regulatory authorities.

Basis of Financial Statement Presentation - The consolidated financial statements have been prepared in
conformity with accounting principles generally accepted in the United States of America. In preparing the
financial statements, management is required to make estimates and assumptions that affect the reported
amounts of assets and liabilities as of the date of the statement of financial condition and revenues and
expenses for the period. Actual results could differ significantly from those estimates. Material estimates
that are particularly susceptible to significant change in the near-term relate to the determination of the
allowance for loan losses and the valuation of foreclosed real estate.

Investments and Mortgage-Backed Securities - Investment securities in equity mutual funds, certain
federal agency notes and mortgage-backed securities may be held for an indefinite period of time. However,
management may sell them in response to changes in interest rates or other similar factors and, accordingly,
carries them at fair value. Other investment securities consisting of federal agency notes and bonds and
mortgage-backed securities are carried at cost, since management has the ability and intention to hold them
to maturity. Amortization of related premiums and discounts are computed using the level yield method
over the life of the security. Gains and losses on all investments and mortgage-backed securities are
determined using the specific identification method.
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BCSB BANKCORP, INC. AND SUBSIDIARIES
Baltimore, Ma“rvland
|
NOTES TO CONSQOLIDATED FINANCIAL STATEMENS

3

|
Note 1 ~ Summary of Significant Accounting Policies - Continued
|

Declines in fair value of held-to-maturity and available-for-sale securities below their cost that are
deemed to be other than temporary are reflected in e:arnings as realized losses. In estimating other-than-
temporary impairment losses, management considers (1) the length of time and the extent to which the fair
value has been less than cost, (2) the financial conditifon and near-term prospects of the issuer, and (3) the
intent and ability of the Corporation to retain its inves“tment in the issuer for a period of time sufficient to
allow for any anticipated recovery in fair value.

Loans Receivable - Loans receivable are stated at unpald principal balances, less undisbursed portion of
loans in process, unearned interest on consumer loans, deferred loan origination fees and the allowance for
loan losses, since management has the ability and intention to hold them to maturity.

Interest income is accrued on the unpaid principal balance. Unearned interest on consumer loans is
amortized to income over the terms of the related loans on the level yield method. Loan origination fees
and certain direct loan origination costs are deferred and recognized by the interest method over the

contractual life of the related loan as an adjustment of y“leld.

|

Accrual of interest is discontinued on a 10‘;¢m when management believes, after considering
economic and business conditions and collection efforts, that the borrower’s financial condition is such that
collection of interest is doubtful or when payment of principal and interest has become ninety days past due
unless the obligation is well secured and in the process of collection. When a payment is received on a loan
on non-accrual status, the amount received is allocated to principal and interest in accordance with the
contractual terms of the loan. A loan is considered past due or delinquent when a contractual payment is not
paid in the month it is due. \
Loans Held for Sale - Loans held for sale are carried|at lower of cost or market value in the aggregate.
Market value is derived from secondary market quotations for similar instruments. Net unrealized losses
are recognized through a valuation allowance by charges“ to income.
Allowance for Loan Losses - An allowance for loan losses is provided through charges to income in an
amount 'that management believes will be adequate to ]absorb losses on existing loans that may become
uncollectible, based on evaluations of the collectibility of loans and prior loan loss experience. Loans
deemed to be uncollectible are charged against the allov‘Yance for loans losses and subsequent recoveries if
any, are credited to the allowance. The evaluations take into consideration such factors as changes in the
nature and volume of the loan portfolio, overall portfoho quality, review of specific problem loans, and
current economic conditions that may affect the borrqwers ability to pay. Management believes the
allowance for losses on loans is adequate. While management uses available information to estimate losses
on loans, future additions to the allowances may be nec%essary based on changes in economic conditions,
particularly in the State of Maryland. In addition, various regulatory agencies, as an integral part of their
examination process, periodically review the Bank's allowance for losses on loans. Such agencies may
require the Bank to recognize additions to the allowance based on their judgments about information
available:to them at the time of their examination. \




BCSB BANKCORP, INC. AND SUBSIDIARIES
Baltimore, Maryland

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 — Summary of Significant Accounting Policies — Continued

In accordance with the provisions of Statement of Financial Accounting Standards No. 114,
“Accounting for Creditors for Impairment of a Loan,” as amended by Statement, 118 “Accounting by
Creditors for Impairment of a Loan — Income Recognition and Disclosures”, collectively referred to as
“Statement 114”, the Bank determines and recognizes impairment of certain loans. A loan is determined to
be impaired when, based on current information and events, it is probable that the Bank will be unable to
collect all amounts due according to the contractual terms of the loan agreement. A loan is not considered
impaired during a period of delay in payment if the Bank expects to collect all amounts due, including past-
due interest. The Bank generally considers a period of delay in payment to include delinquency up to and
including 90 days. Statement 114 requires that impaired loans be measured at the present value of its
expected future cash flows discounted at the loan’s effective interest rate, or at the loan’s observable market
price or the fair value of the collateral if the loan is collateral dependent.

Statement 114 is generally applicable for all loans except large groups or smaller-balance
homogeneous loans that are evaluated collectively for impairment, including residential first and second
mortgage loans and consumer installment loans. Impaired loans are therefore generally comprised of
commercial mortgage, real estate development and certain restructured residential loans. In addition,
impaired loans are generally loans which management has placed in nonaccrual status since loans are
placed in nonaccrual status on the earlier of the date that management determined that the collection of
principal and/or interest is in doubt or the date that principal or interest is 90 days or more past due.

The Bank recognized interest income for impaired loans consistent with its method for nonaccrual
loans. Specifically, interest payments received are recognized as interest income or, if the ultimate
collectibility of principal is in doubt, are applied to principal.

Foreclosed Real Estate — Real estate acquired through foreclosure is recorded at fair value. Management
periodically evaluates the recoverability of the carrying value of the real estate acquired through
foreclosure using estimates as described above in Allowance for Loan Losses. In the event of a subsequent
decline, management provides an additional allowance to reduce real estate acquired through foreclosure to
its fair value less estimated disposal cost. Costs relating to holding such real estate are charged against
income in the current period while costs relating to improving such real estate are capitalized until a
saleable condition is reached. There was no provision for loan losses during the years ended September 30,
2004, 2003 and 2002.

Loan Servicing — The cost of mortgage servicing rights is amortized in proportion to, and over the
period of, estimated net servicing revenues. Impairment of mortgage servicing rights is assessed based on
the fair value of those rights. Fair values are estimated by calculating the net present values of the interest
payments over the life of the loans. Impairment is determined on a loan by loan basis. The amount of
impairment recognized, if any, is the amount by which the capitalized mortgage servicing rights for a loan
exceed its fair value.
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BCSB BANKCORP, INC. AND SUBSIDIARIES
Baltimore, Maryland

NOTES TO CONSQLIDATED FINANCIAL STATEMENTS

Note 1 — Summary of Significant Accounting Policies — Continued

Mortgage Servicing Rights — Following is an analysis of the change in mortgage servicing rights for loans
originated and sold during the year and the unamortized balance and change in excess servicing fees from
loans originated and sold in prior periods.

2004 2003 2002
‘ (in thousands)
Balance October 1, $269 $172 $ --
Capitalized . 47 190 178
Provision for losses on mortgage servicing rights (74) -- -
Amortization Jgg) _(93) _(®
Balance September 30, $178 $269 $172

Premises and Equipment - Premises and equipment are recorded at cost. Depreciation is computed on
the straight-line method, based on the useful lives of the respective assets.

Income Taxes - Deferred income taxes are recognized, for temporary differences between the financial
reporting basis and income tax basis of assets and liabilities based on enacted tax rates expected to be in
effect when such amounts are realized or settled. Deferred tax assets are recognized only to the extent that
is more likely than not that such amounts will be realized based on consideration of available evidence.
The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in the

period that includes the enactment date.



BCSB BANKCORP, INC. AND SUBSIDIARIES
Baltimore, Maryland

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies — Continued

Transfers of Financial Assets — Transfers of financial assets are accounted for as sales, when control over
the assets has been surrendered. Control over transferred assets is deemed to be surrendered when: (1) the
assets have been isolated from the Bank, (2) the transferee obtains the right (free of conditions that constrain
it from taking advantage of that right) to pledge or exchange the transferred assets, and (3) the Bank does not
maintain effective control over the transferred assets through an agreement to repurchase them before their
maturity.

Significant Group Concentrations of Credit Risk — Most of the Bank’s activities are with customer
located within the greater Baltimore metropolitan area. The Bank does not have any significant
concentrations to any on industry or customer.

Earnings Per Share — Basic per share amounts are based on the weighted average shares of common stock
outstanding. Diluted earnings per share assume the conversion, exercise or issuance of all potential common
stock instruments such as options, warrants and convertible securities, unless the effect is to reduce a loss or
increase earnings per share. No adjustments were made to net income (numerator). The basic and diluted
weighted average shares outstanding for the years ended September 30, 2004, 2003 and 2002 are as follows:

2004
Income Shares Per Share
(Numerator) (Denominator) Amount
(in thousands except per share data)
Basic EPS
Income available to shareholders $ 885 5,792 0.15
Diluted EPS
Effect of dilutive shares -- 3 --
Income available to shareholders
plus assumed conversions $ 885 5.845 $0.15
2003
Basic EPS _
Income available to shareholders $1,297 5,731 $0.23
Diluted EPS
Effect of dilutive shares -- 42 --
Income available to shareholders
plus assumed conversions $1.297 5773 0.22
2002
Basic EPS
Income available to shareholders $1,731 5,647 $0.31
Diluted EPS
Effect of dilutive shares -- 69 --
Income available to shareholders
plus assumed conversions $1.731 5716 0.30
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies - Continued
|
Statement of Cash Flows - In the statement of cash flows, cash and equivalents include cash, Federal

Home Loan Bank of Atlanta overnight deposits, federal funds and certificates of deposit and Federal Home
Loan Bank of Atlanta time deposits with an original maturity date less than ninety days.

Employee Stock Ownership Plan - The Company accounts for its Employee Stock Ownership Plan
(“ESOP”) in accordance with Statement of Position 93-6 of the Accounting Standards Division of the
American Institute of Certified Public Accountants. (See' Note 11} ESOP shares are considered to be
outstanding for the computation of EPS as they are committed to be released.

Advertising - All advertising costs are expensed as incurred.

Stock-Based Employee Compensation - At September 30, 2004, 2003 and 2002 the Company has four
stock-based employee compensation plans, which are described more fully in Notes 10, 11, 12 and 13. The
Company accounts for those plans under the recognition and measurement principles of APB Opinion No.
25, “Accounting for Stock Issued to Employees,” and related Interpretations. No compensation cost is
reflected in income for the granted options as all granted options had an exercise price equal to the market
value of the underlying common stock on the date of grant! The following table illustrates the effect on net
income and earnings per share if the Company had applied the fair value recognition provisions of FASB
Statement No. 123, “Accounting for Stock-Based Compensation,” to stock-based employee compensation.

For Years Ended
‘ September 30,
(dollars in thousands, except per share data) 2004 2003 2002

Net Income, as reported - §$885 $1,297 $1,731
Add: stock-based compensation

Included in the determination of net income as :

reported, net of tax 275 317 119
Deduct: Total stock-based compensation

Expense determined under fair value method for all

awards, net of tax '+ _(328) (370) (139°
Pro forma net income $832 $1.244 1,711
Earnings per share:
Basic-as reported $ .15 $ .23 $ 31
Basic-pro forma $ .14 22 30
Diluted-as reported $ .15 § 22 30
Diluted-pro forma r$ 14 $ 22 30

Segment Reporting - The Company acts as an indq:)endent community financial services provider,
offering traditional banking and related financial services to individuals and business customers. The
Bank offers a full array of commercial and retail financial services, through its branch and automated
teller machine networks. This includes taking time, ;savings and demand deposits; the making of
commercial, consumer and mortgage loans; and providir“lg other financial services.




BCSB BANKCORP, INC. AND SUBSIDIARIES
Baltimore. Maryland

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies — Continued

Management does not separately allocate expenses, including the cost of funding loan demand,
between the commercial, retail and mortgage banking operations of the Bank. As such dlscrete financial
information is not available and segment reporting would not be meaningful. )

Guarantees - The Company does not issue any guarantees that would require liability recognition or
disclosure, other than its standby letters of credit. Standby letters of credit written are conditional
commitments issued by the Company to guarantee the performance of a customer to a third party.
Generally, all letters of credit, when issued have expiration dates within one year. The credit risk involved
in issuing letters of credit is essentially the same as those that are involved in extending loan facilities to
customers. The Company generally holds collateral and/or personal guarantees supporting these
commitments. The Company has $634,000 of standby letters of credit as of September 30, 2004.
Management believes that the proceeds obtained through a liquidation of collateral and the enforcement of
guarantees would be sufficient to cover the potential amount of future payment required under the
corresponding guarantees. The current amount of the liability as of September 30, 2004 for guarantees
under standby letters of credit issued is not material.

Comprehensive Income - Accounting principles generally require that recognized revenue, expenses,
gains and losses be included in net income. Although certain changes in assets and liabilities, such as
unrealized gains and losses on available for sale securities, are reported as a separate component of the
equity section of the statement of financial condition, such items, along with net income are components of
comprehensive income.

Goodwill - The Company accounts for goodwill in accordance with SFAS No. 142, “Goodwill and Other
Intangible Assets.” SFAS No. 142 requires that goodwill no longer be amortized, but rather that it be tested
for impairment on an annual basis at the reporting unit level, which is either at the same level or one level
below and operating segment. Other acquired intangible assets with finite lives, such as purchased
customer accounts, are required to be amortized over their estimated lives. The Company annually assesses
if events or changes in circumstances indicate that the carrying amounts of goodwill and other intangible
assets may be impaired. The Company has evaluated goodwill for impairment and found no change in the
carrying amount of goodwill. Goodwill was $2,294,000 at September 30, 2004 and 2003.
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|
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
|

|

i
Note 1 - Summary. of Significant Accounting Policies — Continued
i
Core Deposit Intangible - The Company recognized a core deposi;t intangible as a result of the merger with WHG
Bancshares Corporation. This deposit base is assumed to decay over time as funds are withdrawn by customers. In
this regard the Company utilizes an approximate nine year life. Amortization is calculated using algebraic formulas
taking into account current portfolio costs and the current short termj LIBOR.

) As of As of
: iSeptember 30, September 30,
(dollars in thousands) . 2004 2003
Core deposit intangible $630 $630
Accumulated amortization ! 268 209
Net balance | §362 421
Aggregate Amortization Expense |
For the year ended September 30, 2004 ‘ § 59
For the year ended September 30, 2003 « 3121
For the year ended September 30, 2002 | $ 88
Estimated Amortization Expense
For the year ending September 30, 2005 § 62
For the year ending September 30, 2006 57
For the year ending September 30, 2007 ! 59
For the year ending September 30, 2008 ‘ 46
For the year ending September 30, 2009 , 36

Reclassifications - Certain prior years’ amounts have been reclassified to conform to the current
year’s method of presentation. 3
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Baltimore, Maryland

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 2 - Investment Securities

The amortized cost and fair values of investment securities are as follows as of September 30,

2004 and 2003.
Gross Gross
Amortized Unrealized Unrealized Fair
(in thousands) Cost Gains Losses Value
Available for sale:
September 30, 2004
U.S. government and agency
obligations, available for sale $125.303 $93 $ (606) $124,790
Equity investment in mutual
funds, available for sale 34,762 - (604) 34,158
$160.065 393 $(1,210) $158,948
Held to Maturity:
September 30, 2004
U.S. government and agency
obligations, held to maturity $ 2497 $12 §__(13) $ 2496
Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
Available for sale:
September 30, 2003
U.S. government and agency
obligations, available for sale $ 90,012 $390 $ (380) § 90,022 -
Equity investment in mutual
funds, available for sale 31,623 _ 3 (358) 31,268
$121,635 $393 $ (738) $121,290
Held to Maturity:
September 30, 2003
U.S. government and agency
obligations, held to maturity -§ 2,500 $ s3 S (2) $ 2551
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
!

Note 2 - Investment Securities - Continued

The following is a summary of investment securities:

September 30, 2004

Amortized Fair
(in thousands) Cost . Value
Available for sale:
U.S. government and agency
Obligations ‘
Due within 12 months $ 500 $ 497
Due beyond 12 months by within ‘
five years 73,702 73,336
Due beyond five years but within ]
ten years 46,114 45,959
Due beyond ten years $ 4,987 $ 4,998
Equity investments in mutual ‘
funds 3%1,762 34,158
$160,065 $158,948
Held to Maturity:
U.S. government and agency
Obligations
Due within 12 months $ 500 $ 505
Due beyond 12 months by within |
five years 1,003 999
Due beyond five years but within !
ten years . 994 992
$_12497 $ 2496
i

Proceeds from sales of available for sale securities during the year ended September 30, 2004
were $16,976,000. Net gains amounted to $6,000 for thé year ended September 30, 2004. This consisted
of gross gains of $62,000 and gross losses of $56,000. The tax provisions applicable to these net realized
gains amounted to $2,000.

Proceeds from sales of available for sale secuntxes during the year ended September 30, 2003

were $15,088,000. Net gains amounted to $52,000 for the year ended September 30, 2003. This

consisted of gross gains of $52,000 and gross losses of $0. The tax provisions applicable to these net
realized gains amounted to $20,000.

Proceeds from sales of available for sale securities during the year ended September 30, 2002
were $34,361,000. Net gains amounted to $92,000 ‘for the year ended September 30, 2002. This
consisted of gross gains of $115,000 and gross losses of $23,000. The tax provisions applicable to these
net realized gains amounted to $36,000.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 3 - Loans Receivable

Loans receivable at September 30, 2004 and 2003 consist of the following:

September 30,
(in thousands) 2004 2003

Single-family residential mortgages ) $179,010 $179,304
Single-family rental property loans 19,257 14,348
Commercial real estate loans 64,615 53,675
Construction loans 23,225 16,412
Commercial loans secured 800 133
Commercial loans unsecured 545 678
Commercial lease loans 1,300 820
Commercial lines of credit 16,038 6,410
Automobile loans 88,122 98,168
Home equity loans 15,629 13,943
Other consumer loans 3.265 3.474
411,806 387,365
Add — purchase accounting premiums, net 950 1,320

Less — undisbursed portion of loans in process (13,764) (7,753)

unearned interest (10,002) (12,750)

deferred loan origination fees and costs (267) (429)

allowance for loans losses (2,587) _(2,698)
$386,136 3$365,055

The following is a summary of the allowance for loan losses:

Years Ended September 30,

(in thousands) 2004 2003 2002
Balance — beginning of year $2,698 $2,199 $1,563
Provision for losses on loans 487 1,359 509
Allowance assumed in acquisition -- -- 387
Charge-offs ¢ (L,021) (1,239) (689)
Recoveries 423 379 429
Balance — end of year | $2,587 $2,698 $2,199

Residential lending is generally considered to involve less risk than other forms of lending, although
payment experience on these loans is dependent to some extent on economic and market conditions in the Bank’s
lending area. Multi-family residential, commercial, construction and other loan repayments are generally dependent
on the operations of the related properties or the financial condition of its borrower or guarantor. Accordingly,
repayment of such loans can be more susceptible to adverse conditions in the real estate market and the regional
economy.
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Note 3 - Loans Receivable — Continued

A significant portion of the Bank’s loans receivable ar‘fe, mortgage loans secured by residential and
commercial real estate properties located in the State of Maryland. Loans are extended only after evaluation by
management of customers’ creditworthiness and other relevant factors on a case-by-case basis. The Bank generally
does not lend more than 97% of the appraised value of a propex;“ry and requires private mortgage insurance on
residential mortgages with loan-to-value ratios in excess of 90%. In addition, the Bank generally obtains personal
guarantees of repayment from borrowers and/or others for multi-family residential, commercial and construction
loans and disburses the proceeds of construction and similar loans only as work progresses on the related projects.

Automobile loans are secured by vehicles and home equity‘ loans are secured by subordinated liens on real
estate properties. Repayments of automobile loans and home equlty loans are expected primarily from the cash
flows of the borrowers.

Non-accrual loans totaled approximately $872,000 and $§00 000 and $1,391,000 at September 30, 2004,
2003 and 2002, respectively. There were no impaired loans as deﬁned by SFAS No. 114 at September 30, 2004,
2003 and 2002. There was no interest income recognized on 1mpa1red loans during these periods. The Bank was not
commiitted to fund additional amounts on these loans. |

Interest income that would have been recorded under the original terms of non-accrual loans and
the interest actually recognized for the years ended September 30, are summarized below:
l

(in thousands) | Years Ended September 30,
12004 2003 2002
Interest income that would have been recognized $83 $23 $33
Interest income recognized 28 7 _ 8
Interest income not recognized $55 $16 $25

The Bank has had, and may be expected to have in the futjure, banking transactions in the ordinary course
of business with directors, officers, their immediate families and |affiliated companies (commonly referred to as
related parties), on the same terms including interest rates and 'collateral, as those prevailing at the time for
comparable transactions with others. The following table presents a summary of the activity of loans receivable
related parties:

(in thousands) ‘ September 30,
2004 2003
Beginning balance 1 $1,009 § 927
New loans 69 366
Loan repayments 3 (156) (284)
Ending balance ; § 922 31,009

The Bank services loans for others. The amount of such loans serviced at September 30, 2004 and 2003
was $21,517,000 and $22,195,000, respectively. At September 30, 2004 and 2003, the balance of loans sold by the
Bank with recourse amounted to $82,000 and $173,000, respectlvely

Custodial escrow balances maintained in connection with the foregoing loan servicings were approximately
$85,000 and $87,000 at September 30, 2004 and 2003, respectively.
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Note 3 - Loans Receivable — Continued

The Bank is a party to financial instruments with off-balance-sheet risk made in the normal course of
business to meet the financing needs of its customers. These financial instruments are standby letters of credit, lines
of credit and commitments to fund mortgage loans and involve to varying degrees elements of credit risk in excess
of the amount recognized in the statement of financial position. The contract amounts of those instruments express
the extent of involvement the Bank has in this class of financial instruments and represents the Bank's exposure to
credit loss from nonperformance by the other party.

Unless noted otherwise, the Bank does not require collateral or other security to support financial
instruments with off-balance-sheet credit risk.

Financial Instruments Whose Contract Amounts

Represents Credit Risk Contract Amount at,

(in thousands) September 30, 2004 September 30, 2003
Standby letters of credit $ 634 $ 419
Commercial lines of credit $ 3,403 $ 1,065
Home equity lines of credit : $20,927 $19,344
Loan commitments, fixed rates $ 6,616 $ 9912
Loan commitments, variable rates $ 1,000 $ 700

Standby letters of credit are conditional commitments issued by the Bank guaranteeing performance by a
customer to a third party. Those guarantees are issued primarily to support private borrowing arrangements,
" generally limited to real estate transactions. Unless otherwise noted, the standby letters of credit are not
collateralized. The credit risk involved in issuing letters of credit is essentially the same as that involved in
extending loan facilities to customers.

Home equity and commercial lines of credit are loan commitments to individuals and companies and have
fixed expiration dates as long as there is no violation of any condition established in the contract. The Bank
evaluates each customer's credit worthiness on a case-by-case basis.

Rates on mortgage loan commitments for fixed-rate loans ranged from 5.00% to 6.13% and 4.25% to
6.375% at September 30, 2004 and 2003, respectively. There were no mortgage loan commitments for variable-rate
loans at September 30, 2004 and 2003. Rates on home equity loan commitments for fixed-rate loans ranged from
4.36% to 5.48% and 4.5% to 6.25% at September 30, 2004 and 2003, respectively. Rates on home equity loan
commitments for variable rate loans were at prime and .25% over prime at September 30, 2004.

Rates on commercial loan commitments for fixed rate-loans ranged from 6.13% to 9.00% at September 30,
2004. Rates on commercial loan commitments for variable-rate loans ranged from 1.00% over prime to 1.5% over
prime at September 30, 2004. Rates on commercial loan commitments for fixed-rate loans ranged from 6.25% to
7.25% at September 30, 2003. Rates on commercial loan commitments for variable-rate loans ranged from 0.50%
over prime to 1.0% over prime at September 30, 2003.

No amount was recognized in the statement of financial position at September 30, 2004 and 2003, as
liability for credit loss nor was any liability recognized for fees received for standby letters of credit.

The Bank grants loans to customers, substantially all of whom are residents of the metropolitan Baltimore
and Harford County areas.
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Note 4 - Mortgage Backed Securities :

The amortized cost and fair values of mortgage backed securities are as follows as of September
30, 2004 and 2003:

Gross Gross
Amortized Unrjealized Unrealized Fair
(in thousands) Cost Gains Losses Value
Available for Sale
September 30, 2004
GNMA certificates $ 19,104 $ 43 $ (144) $ 19,003
FNMA certificates 87,088 121 (1,215) 85,994
FHLMC participating certificates 39.812 38 (587) 39,263
$146,004 $202 $(1,946) $144.260
September 30, 2003
GNMA certificates $ 23,368 § 87 § (100) $ 23355
FNMA certificates 60,472 | 137 (672) 59,937
FHLMC participating certificates 33,275 L 126 (489) ...32912
$117.115 i $350 $(1.261) $116,204
éross Gross
Amortized Untealized Unrealized Fair
(in thousands) Cost Gains Losses Value
Held to Maturity |
September 20, 2004 ;
GNMA certificates $ 4,735 . $180 $§ 1) § 4914
FNMA certificates 18,585 1 141 (153) 18,573
FHLMC participating certificates 3311 P 101 NG 3,408
$26,631 : 3422 $(158) 326,895
i
September 30, 2003 :
GNMA certificates $ 5,800 . $228 $ (1) $ 6,027
FNMA certificates 8,675 219 4) 8,890
FHLMC participating certificates 3919 ;150 3 4,066
$18,394 | 8567 $§ &) $18,983
\
Proceeds from sales of available for sale mortgage- backed securities during the year ended Septemnber

30, 2004 were $2,704,000. Net gains amounted to $16,000 for the\year ended September 30, 2004. This consisted of
gross gains of $17,000 and gross losses of $1,000. The tax prov151on applicable to these net realized gains was
$6,000.

Proceeds from sales of available for sale mortgage- backed securities during the year ended September 30,

2003 were $18,093,000. Net gains amounted to $232,000 for the year ended September 30, 2003. This consisted of
gross gains of $232,000 and gross losses of $0. The tax provision applicable to these net realized gains was $90,000.
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Note 4 - Mortgage Backed Securities - Continued

Proceeds from sales of available for sale mortgage-backed securities during the year ended September 30,
2002 were $2,934,000. Net gains amounted to $2,000 for the year ended September 30, 2002. This consisted of
gross gains of $4,000 and gross losses of $2,000. The tax provision applicable to these net realized gains was

$1,000.

Below are schedules of securities with unrealized losses as of September 30, 2004 and the length of time
the individual security has been in a continuous unrealized loss position. Unrealized losses are the result of interest
rate levels differing from those existing at the time of purchase of the securities and, as to mortgage-backed
securities, estimated prepayment speeds. These unrealized losses are considered temporary as they reflect fair values
on September 30, 2004 and are subject to change daily as interest rates fluctuate. The Company has the ability and
intent to hold the available for sale securities below until the earlier of recovery or maturity.

Less than 12 months 12 months or more Total
Fair Unrealized Fair Unrealized Fair Unrealized
(in thousands) Value Losses Value Losses Value Losses

U.S. Government agencies $ 58,606 $§ 374 $ 33,285 $ 245 % 91,891 $ 619
Mortgage-backed securities 78,324 1,027 55,157 1,077 133,481 2,104
Equity securities - - 34,762 604 34,762 604
Total temporarily impaired
securities $136,930 $1.401 $123.204 $1926  $260,134 $3,327

At September 30, 2004 the Company has two hundred eighty six securities in an unrealized loss position.
The decline in fair value is due to interest rate fluctuations.

Note 5 - Premises and Equipment

Premises and equipment at September 30, 2004 and 2003 are summarized by major classification as

follows:

September 30,
(in thousands) 2004 2003 Life
Office building $6,886 $ 6,443 50 Years
Leasehold improvements 1,161 1,136 7-31 Years
Furniture, fixtures and equipment 6.490 6.509 10 Years
14,987 14,088
Accumulated depreciation 5,747 4.861
$9.240 $ 9227
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Note 5 - Premises and Equipment - Continued

The Bank has entered into long-term leases for the land on which the main office and branches are located.
Rental expense under long-term leases for property for the years ended September 30, 2004, 2003 and 2002 was
$943,000, $811,000, and $650,000, respectively. At September BO 2004, minimum rental commitments under
noncancellable leases are as follows:

Years Ended September 30, . Amount
(in thousands) 1

2005 i $ 9%
2006 ‘ 1,155
2007 j 1,135
2008 | 981
2009 i 776
After 2009 9,101

| $14.138

The Bank has commitments to build two new branch sites.j Work is in progress with estimated opening
dates in early 2005. The outstanding contract commitments for the Honeygo and Sparks locations are $539,000 and
$557,000, respectively.

Note 6 — Deposits

Deposits are summarized as follows at September 30, 2004 and 2003:

2004 | 2003

(dollars in thousands) Amount P% Amount %
Type of Account
NOwW $ 36,560 6.29% $ 32,628 5.90%
Non-interest bearing NOW 19,309 3.33 17,929 3.25
Money market 15,356 2.64 15,540 2.82
Passbook savings 117,379 . 20.22 110,236 19.97
Certificates 391,894 . 67.50 375,196 67.99
Purchase accounting premiums, net 80 .01 341 .06
580,578 99.99 551,870 99.99
Accrued interest payable 44 .01 59 .01
$580,622 100.00% $551,929 100.00 %
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Note 6 — Deposits — Continued

The aggregate amount of jumbo certificates of deposit with a minimum denomination of $100,000 was
approximately $118,625,000 and $102,518,000 at September 30, 2004 and 2003, respectively. Deposits in excess of
$100,000 are not insured by the Savings Association Insurance Fund of the FDIC. The Bank has approximately $1.0
million in securities pledged as collateral for deposits held by Maryland government entities.

At September 30, 2004, scheduled maturities of certificates of deposit are as follows:

(in thousands)

2005 $201,421

2006 75,836

2007 33,189

2008 53,509

2009 27,807

2010 and thereafter 132

$391,894

Interest expense on deposits for the years ended September 30, 2004, 2003 and 2002 is as follows:
2004 2003 2002
(in thousands) .

NOW § 191 $ 266 $ 435
Money Market 128 161 173
Passbook Savings 1,037 2,129 2,276
Certificates 12,197 11,667 11,100
$13,553 $14223 $13.984

Note 7 - Federal Home Loan Bank of Atlanta Advances

The Bank has the following outstanding Federal Home Loan Bank advances as of September 30:

2004 2003
(dollars in thousands) Rate Total Rate Total

Due
2005 1.64%-6.60% $ 77,100  1.30% - 7.48% $12,250
2006 1.62%-1.62% 25,000  6.60% - 6.60% 1,000
2007 0 0
2008 4.89%-5.51% 9,000 4.89%-551% ' 9,000
2009 0 0
2010 and thereafter 6.33%-6.33% 9,000  6.33%-6.33% 9,000
Purchase accounting premiums 820 1,018

Total $120,920 332,268

The Bank has variable-rate advances totaling $99,250,000 with interest rates ranging from 1.62% to 2.15%
and fixed-rate advances totaling $20,850,000 with rates ranging from 1.64% to 6.6%.
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I
Note 7 - Federal Home Loan Bank of Atlanta Advances - Continued

The Bank has a line of credit with the Federal Hdme Loan Bank of Atlanta equal to 80% of eligible
1-4 family residential loans, secured by a blanket floating lien on mortgage loans receivable. At September
20, 2004 the Bank had an available unused line of credit of $22.7 million. The line of credit requires no
compensating balances. 1

Note 8 — Junior Subordinated Debentures

In June, 2003, the Company issued $12, 887 000 of junior subordinated debentures (the
“debentures”) to BCSB Bankcorp Capital Trust I, a Delaware business trust, in which the Company owns
all of the common equity. The debentures carry a rate \of 3.65% over the three-month LIBOR rate, and
resets quarterly, the rate was 5.67% and 4.76% at September 30, 2004 and 2003, respectively. The
debentures are the sole asset of BCSB Bankcorp Caplta} Trust I. BCSB Bankcorp Capital Trust I issued
$12,500,000 of mandatory redeemable preferred securities to investors. The Company’s obligation under
the debentures and related documents, taken together, constltute a full and unconditional guarantee by the
Company of BCSB Bankcorp Capital Trust I obhgatlons under the Preferred securities. The Preferred
securities are redeemable by the Company on or after Jl}ne 30, 2007 or under certain conditions in whole,
but not in part, at any time at a redemption price equal to 103% of the principal amount plus any accrued
interest. :

In September, 2003, the Company issued $10,310,000 of junior subordinated debentures (the
“debentures”) to BCSB Bankcorp Capital Trust II (the Trust), a Delaware business trust, in which the
Company owns all of the common equity. The debentures carry a rate of 3.00% over the three-month
LIBOR rate, and resets quarterly, the rate was 4.60% and 4.16% at September 30, 2004 and 2003,
respectively. The debentures are the sole asset of BCSB Bankcorp Capital Trust II. BCSB Bankcorp
Capital Trust II issued $10,000,000 of mandatory redeemable preferred securities to investors. The
Company’s obligation under the debentures and related documents, taken together, constitute a full and
unconditional guarantee by the Company of BCSB Bankcorp Capital Trust II obligations under the
preferred securities. The preferred securities are redeemable by the Company on or after October 7, 2008 or
under certain conditions in whole, but not in part, at any time at a redemption price equal to 103% of the
principal amount plus any accrued interest.

Note 9 - Pension Plan

The Bank has a 401(k) Retirement Savings Plan Employees may contribute a percentage of their
salary up to a maximum of $13,000 for 2004. The Bank lis obligated to contribute 100% of the employee’s
contribution, not to exceed 6% of the employee’s annual salary. All employees who have completed one
year of service with the Bank are eligible to participate. The Bank’s contribution to this plan amounted to
$282,000, $306,000 and $258,000 for the years ended September 30, 2004, 2003 and 2002, respectively.

Note 10 - Directors Retirement

The Director’s Retirement Plan consisted of a Rabbi Trust that was invested primarily in the
Company’s stock. The related deferred compensation obhganon was classified as a liability adjusted with
a corresponding charge {or credit) to compensation costs \by multiplying the number of shares owned by the
Rabbi Trust by the change in the fair market of each share to reflect changes of the amount owed to the
directors. The plan was amended in fiscal 2002. The Company has two retirement plans that allow
directors to defer their directors fees. Under one plan, t}‘le directors are credited with a specific number of
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Note 10 - Directors Retirement P}an - Continued

shares of the Company’s stock and will be paid out by delivering only Company stock to the participants.
Under the other plan, directors compensation is invested primarily in one-year certificates of deposit. The
obligation related to the stock plan is now included in the equity section of the statement of financial
condition.

Note 11 - Emplovyee Stock Ownership Plan

In 1998, the Bank reorganized from a federally chartered mutual savings bank to a federally
chartered stock savings bank.

At the same time as the reorganization, the Bank established an Employee Stock Ownership Plan
(“ESOP”) for its employees. On July 8, 1998 the ESOP acquired 182,930 shares of the Company’s
common stock in connection with the Bank’s Reorganization to a mutual holding company form of
organization. The ESOP holds the common stock in a trust for allocation among participating employees,
in trust or allocated to the participants’ accounts and an annual contribution from the Bank to the ESOP and
earnings thereon.

All employees of the Bank who attain the age of 21 and complete one year of service with the
Bank will be eligible to participate in the ESOP. Participants must be employed at least 500 hours in a plan
year in order to receive an allocation. Each participant’s vested interest under the ESOP 1s determined
according to the following schedule: 0% for less than 2 years of service with the Company or the Bank,
20% for 2 years of service, 40% for 3 years of service, 60% for 4 years of service, 80% for 5 years of
service, and 100% for 6 years of service. For vesting purposes, a year of service means any plan year in
which an employee completes at least 1,000 hours of service (whether before or after the ESOP’s January
1, 1998 effective date). Vesting accelerates to 100% upon a participant’s attainment of age 65, death or
disability.

_ The ESOP will be funded by contributions made by the Bank in cash or common stock and
dividends on the shares held in the Trust. The Bank will recognize compensation expense as shares are
committed for release from collateral at their current market price. Dividends on allocated shares are
recorded as a reduction of retained earnings and dividends on unallocatedshares are recorded as a
reduction of the debt service. The compensation costs for the years ended September 30, 2004, 2003 and
2002 were $341,000, $264,000, ‘and $211,000, respectively.

The ESOP shares were as follows as of September 30:

2004 2003
Shares released and allocated $124,865 $ 105,324
Unearned shares 58,065 77.606
. 182.930 182,930
Fair value of unearned shares $969,686 $1,263,340

Note 12 - Management Recognition Plan

On July 15, 1999, the Bank established a Management Recognition Plan (“MRP”) to retain
personnel of experience and ability in key positions of responsibility. Members of the Board of Directors
and certain executive officers may be awarded a total of 91,464 shares of stock, which will be held in a
separate trust that manages the MRP. The Bank funded the MRP by purchasing the shares of common
stock in the open market. The Bank initially awarded an aggregate of 45,600 shares of common stock.
During the year ended September 30, 2002 the Bank awarded an additional 26,500.
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Note 12 - Management Recognition Plan - Continued

shares, and intends to reserve the remaining 19,634 shares for possible future awards. Shares awarded to
the participants in the MRP vest at a rate of 25% per year on each anniversary of the effective date of
the MRP award. As of September 30, 2004, and| 2003, 58,850, and 52,038 shares have vested
respectively. If a participant terminates employment for reasons other than death, disability, change in
control or retirement he or she forfeits all rights to unvested shares. Compensation expense in the
amount of the fair market value of the Common Stock at the date of the grant is recognized on a pro-rata
basis over the years during which the shares are earnéd. Compensation expense of $52,000, $127,000,
and $98,000 was recognized for the MRP for the years ended September 30, 2004, 2003 and 2002,
respectively.

Note 13 - Stock Option Plan

’

The Company has a Stock Option Plan (the “Pla}l”) whereby 228,660 shares of common stock
have been reserved for issuance under the Plan. Options granted under the Plan may be Incentive Stock
Options within the meaning of Section 422 of the Internal Revenue Code of 1986 as amended or Non-
Qualified Stock Options. Options are exercisable in f@ur annual installments at the market price of
common stock at the date of grant. The Options must be exercised within ten years from the date of
grant. There were 76,500 options granted during the year ended September 30, 2002. No options were
granted during the years ended September 30, 2004 and 2003.

t

The following table summarizes the status of and changes in the Company’s stock option plan

during the past three years. r

At September 30, 2004 there were 48,000 sharés with an exercise price of $8.00 and a weighted
average contractual life of 5.75 years and 74,625 Shares with an exercise price of $11.375 and a
weighted average contractual life of 8.47 years. The total exercisable shares of 84,375 have a weighted
average contractual life of 6.92 years. ‘,

| Shares Weightqd Avgrage

; Exercise Price
Outstanding at October 1, 2001 } 80,000 $ 8.00
Options exercised f (7,500) 8.00
Granted ‘ 76,500 11.375
Ovtstanding at September 30, 2002 ‘ 149,000 $9.71
Outstanding at September 30, 2002 | 149,000 $ 9.71
Options exercised ‘ (12,375) 8.24
Granted | 0
Outstanding at September 30, 2003 ] 136,625 $ 9.87
Options exercised ‘ (14,000) 8.49
Granted ‘; 0
QOutstanding at September 30, 2004 122,625 10.05

Exercisable at September 30, 2004 | 84,375 9.73
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The Company estimated the grant date fair value of each option awarded in fiscal 2002 using the
Black-Scholes Option-Pricing model with the following relevant assumptions: dividend yield of
4.08%, risk-free interest rate of 4.49% and expected lives of 10 years. The assumption for expected
volatility was 32.63%. The estimated fair value of each option granted was $2.80.

Note 14 - Regulatory Capital

The Bank is subject to various regulatory capital requirements administered by the federal
banking agencies. Failure to meet minimum capital requirements can initiate certain mandatory, and
possible additional discretionary, actions by the regulators that, if undertaken, could have a direct
material effect on the Bank’s financial statements. Under capital adequacy guidelines and the
regulatory framework for prompt corrective action, the Bank must meet specific capital guidelines that
involve quantitative measures of the Bank’s assets, liabilities, and certain off-balance sheet items as
calculated under regulatory accounting practices. The Bank’s capital amounts and classifications are
also subject to qualitative judgments by the regulators about components, risk weightings, and other
factors.

Quantitative measures established by regulation to ensure capital adequacy require the Bank to
maintain minimum amounts and ratios (set forth in the table below) of total and Tier I capital (as
defined in the regulations) and risk-weighted assets (as defined), and of Tier I capital (as defined) to
average assets (as defined). Management believes, as of September 30, 2004, that the Bank meets all
capital adequacy requirements to which it is subject.

As of September 30, 2004, the most recent notification from the Office of Thrift Supervision
categorized the Bank as well capitalized under the regulatory framework for prompt corrective action.
To be categorized as well capitalized the Bank must maintain minimum total risk-based, Tier I risk-
based, and Tier I leverage ratios as set forth in the table. There are no conditions or events since that
notification that management believes have changed the Bank’s category. The Bank’s actual capital
amounts and ratios are also presented in the table.
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Note 14 - Regulatory Capital — Continued

The following table presents the Bank’s capital position jbased on the September 30 financial statements

and the current capital requirements.

|
|
J
\
I
i

To Be Well
Capitalized Under
I For Capital Prompt Corrective
Actual Adequacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
(dollars in thousands)
September 30, 2004 !
Tangible (1) $52,744 6.94% 1$11,393 1.5% § N/A N/A% ¢
Tier I capital (2) 52,744  14.49 :’ N/A N/A 21,839 6.0
Core (1) 52,744 6.94 30,381 4.0 37,977 5.0
Risk-weighted (2) 54,789  15.05 29,118 8.0 36,398 10.0
|
September 30, 2003 |
Tangible (1) $52,170 7.96% 1§ 9,832 1.5% $§ NA N/A%
Tier I capital (2) 52,170 15.61 i N/A N/A 20,054 6.0
Core (1) 52,170 7.96 126,218 4.0 32,773 5.0
Risk-weighted (2) 54,226  16.22 26,738 8.0 34,223 10.0

(1) To adjust total assets 1
(2) To risk-weighted assets w
' 1

The OTS has adopted an interest rate risk component of regulatory capital requirements effective
January 1, 1994. The rule requires additional cap1tal to be maintained if the Bank's interest rate risk
exposure, measured by the decline in the market value of the Bank's net portfolio value, exceeds 2% of
assets as a result of a 200 basis point shift in interest rates. As of September 30, 2004, the Bank is not
subject to the interest rate risk requirement. }

OTS regulations limit the payment of dividendsJ and other capital distributions by the Bank. The

Bank is able to pay dividends during a calendar yea‘r without regulatory approval to the extent of the

greater of (1) an amount which will reduce by one- half its surplus capital ratio at the beginning of the

year-plus all its net income determined on the basis of generally accepted accounting principles for that
calendar year or (ii) 75% of net income for the last fo“ur calendar quarters.

The Bank is restricted in paying dividends on i‘ts stock to the greater of the restrictions described

in the preceding paragraph, or an amount that would reduce its retained earnings below its regulatory

capital requirement or the accumulated bad debt deductlon
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Note 15 - Income Taxes

The current tax provision consists of the following for the years ended September 30, 2004, 2003

and 2002: ,
2004 2003 2002
(dollars in thousands)
Current expense §$ 348 $657 31,027
Deferred benefit _(204) _(2) _ (43
Total tax expense $144 3655 3 984

The tax effects to temporary differences that give rise to significant portions of the deferred tax assets
and deferred tax liabilities at September 30, 2004, and 2003 are as follows:

2004 2003
Deferred Tax Assets:
ESOP and MRP $ 44 $ 44
Deferred compensatiOon 510 318
Allowance for loan losses 999 1,042
Allowance for uncollected interest 21 5
Unrealized holding losses on securities : 1.104 ___485
Total gross deferred tax assets 2,678 1,894
Deferred Tax Liabilities:
Federal Home Loan Bank of Atlanta
Stock dividends (209) (209)
Depreciation (547)- (607)
Market value change in Rabbi Trust assets (68) (69)
Purchase Accounting Premiums, net (31) (9)
Total gross deferred tax liabilities (855) (894)
Net Deferred Tax Assets $1,823 $1.000
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|
!

The amount computed by applying the statutory federal income tax rate to income before taxes and
extraordinary item is greater than the taxes provided for the followmg reasons:

For the Years Ended September 30,

2004 2003 2002
Percent Percent Percent
of of of
Pretax " Pretax Pretax
(dollars in thousands) Amount Income Amount Income Amount Income
Statutory federal income tax rate $350 34100%  $663 34.00%  $923 34.00%
Changes Resulting From |
State income tax net of federal income tax | _
benefit (14) (1.36) 47 2.39 57 2.09
Income from Life Insurance (166) (16.09)
Other (26) _(2156) (55) _(2.84) 4 0.15

$ 144 13199%  $653 33.55%  $984 36.24%

The Company and its subsidiaries file a consolidated inc%ome tax return on a fiscal year basis. The returns
have been audited by the Internal Revenue Service through the year ended September 30, 1994.

Qualified thrift lenders such as the Bank are not requir?d to provide a deferred tax liability for bad debt
reserves for tax purposes that arose in fiscal years beginning before December 31, 1987. Such bad debt reserve for
the Bank amounted to approximately $6.2 million with an mcome tax effect of approximately $2.4 million at

September 30, 2004. This bad debt reserve would become taxable'if certain conditions are met by the Bank.

Note 16 - Related Party Transactions

Director Michael J. Klein is a member holding a 30% ownershlp interest in Colgate Investments, LLC, a
limited liability company that owns real property that the Bank leases for a branch office site. The Bank paid
$57,000 in rent to Colgate Investments, LLC during the years ended September 30, 2004, 2003 and 2002, and
expects to pay the same amount during the year ended Septémber 30, 2005. The remaining 70% of Colgate
Investments, LLC is owned by Mr. Klein’s siblings.

Note 17- Disclosures About Fair Value of Financial Instruments
|

The estimated fair values of the Bank's financial instruments are summarized below. The fair values of a
significant portion of these financial instruments are estimates dejrived using present value techniques prescribed by
the FASB and may not be indicative of the net realizable or liquidation values. Also, the calculation of estimated
fair values is based on market conditions at a specific point in time and may not reflect current or future fair values.

The carrying amount is a reasonable estimate of fair value for cash, federal funds and interest-bearing
deposits in other banks. Fair value is based upon market prices quoted by dealers for investment securities and
mortgage backed securities. The carrying amount of Federal Home Loan Bank of Atlanta stock is a reasonable
estimate of fair value. Loans receivable were discounted using a single discount rate, comparing the current rates at
which similar loans would be made to borrowers with similar credit ratings and for the same remaining maturities.
These rates were used for each aggregated category of loans'as reported on the Office of Thrift Supervision
Quarterly Report. The fair value of demand deposits, savings accounts. and money market deposits is the amount
payable on demand at the reporting date. Preferred Trust Securities are considered to be at fair value. The fair vaiue
of fixed-maturity certificates of deposit is estimated using the rates currently offered on deposits
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Note 17 - Disclosures About Fair Value of Financial Instruments - Continued

of similar remaining maturities. The fair value of Federal Home Loan Bank advances is estimated using rates
currently offered on advances of similar remaining maturities. The carrying amounts of accrued interest receivable,
accrued interest payable and mortgage servicing rights approximate fair value. Fair values for off-balance-sheet,
credit-related financial instruments are based on fees currently charged to enter into similar agreements, taking into
account the remaining terms of the agreements and the counterparties’ credit standing.

The estimated fair values of the Bank's financial instruments are as follows:

September 30, 2004 September 30, 2003
Carrying Estimated Fair Carrying Estimated Fair
Amount Value Amount Value

(Amounts in Thousands)
Financial Assets

Cash $ 14,852 § 14,852 $ 11,032 $ 11,032
Interest-bearing deposits in other banks 2,579 2,579 11,188 11,188
Federal funds sold 384 384 988 988
Interest- bearing time deposits 100 100 100 100
Investment securities — available for sale 158,948 158,948 121,290 121,290
Investment securities — held to maturity 2,497 2,496 2,500 2,551
Loans Receivable '
Mortgage loans $301,424 $304,809 $277,355 $270,107
Share loans 1,216 1,216 1,152 1,152
Consumer loans 83,496 86,013 86,548 86,634
Mortgage-backed securities — available '
for sale 144,260 144,260 116,204 116,204
Mortgage-backed securities — held to
maturity 26,631 26,895 18,394 18,983
Federal Home Loan Bank of Atlanta '
stock : 6,105 6,105 3,305 3,305
Accrued interest receivable 2,599 2,599 2,115 2,115
Mortgage servicing rights 178 178 269 269
Financial Liabilities
Deposits $580,622 582,047 $551,929 $556,982
Federal Home Loan Bank of Atlanta
advances 120,920 121,537 32,268 32,392
Trust preferred securities -- -- 22,500 22,500
Junior subordinated debt 23,197 23,197 -- --
Accrued interest payable 363 363 103 103

Off-balance-sheet Financial Instruments
Letters of credit - -- - -
Commitments to extend credit - - - -
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\

Information as to the financial position of BCSB Bankcorp as of September 30, 2004 and 2003

and the results of operations and cash flows for the years ended September 30, 2004, 2003 and 2002
are summarized below. !

Statement of Financial Condition | September 30,
{ 2004 2003
‘ (in thousands)
Assets ‘
Cash | s 88 s 528
Interest bearing deposits in other banks : 2,382 6,056
Investment securities — available for sale ; 5,285 3,177
Investment securities — held to maturity 2,498 2,000
Employee stock ownership plan loan ‘ 730 913
Accrued interest receivable 40 65
Investment in Subsidiaries : 55,759 54,825
Prepaid income taxes ‘ 531 188
Other assets : 561 698
Total assets $67,874 $68.450
Liabilities and Stockholders’ Equity
Liabilities
Junior subordinated debentures $23,197 $23.197
Accrued taxes payable 174 189
Dividends payable 268 267
Other liabilities ‘ 106 29
23,745 23,682
Total stockholders’ equity 44.129 44,768
Total liabilities and stockholders’ equity 367,874 68,450

F-32




BCSB BANKCORP, INC. AND SUBSIDIARIES
Baltimore, Maryland

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 18 - Condensed Financial Information (Parent Company Only) — Continued

Statements of Operations Years Ended September 30,
2004 2003 2002
(in thousands)

Interest and fees on loans § 32 § 43 $ 70

Interest and dividends on investment securities 273 199 288

Other interest income 26 39 33
Total interest income 331 281 391

Interest on borrowings 1,086 659 187
Net interest income (expense) (755) (378) 204
Other income 4 -- --
Non interest expense

Professional fees 77 71 75

Other expenses 203 165 89
Total non-interest expense 281 236 164
Income (loss) before tax provision (1,033) (614) 40
Income tax (benefit) provision (351) (209) 15
(Loss) Income before equity in net income of subsidiary (682) (405) 25
Equity in net income of subsidiary 1,567 1,702 1.706
Net income $ 885 $1,297 1,731
Statements of Cash Flows Years Ended September 30,

2004 2003 2002

(in thousands)

Net income $ 885 $ 1,297 $ 1,731
Adjustments to Reconcile Net Income to Net Cash Provided
By Operating Activities

Accretion of discount on investments 1 4) -
Gain on sale of investments 4) -- -
Equity in net income of subsidiary (1,567) (1,702) (1,706)
Decrease in accrued interest receivable 25 10 72
Increase in prepaid taxes (334) (1533) (25)
(Decrease) Increase in receivable from subsidiary 183 93 94)
Decrease (increase) in other assets 137 (209) (379)
Increase (decrease) in income taxes payable (15) 135 50
Increase (decrease) in other labilities 76 13 (133)
Noncash compensation under stock-based benefit plan 52 142 102
Net cash (used by) provided by operating activities § (561) § (378) § 382
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Cash Flows from Investing Activities
Additional investment in subsidiaries
Proceeds from maturing interest bearing deposits

Proceeds from maturities of investment securities — held to maturity
Proceeds from sale of investment securities — available for sale

Purchase of investment securities — available for sale
Purchase of investment securities — held to maturity
Principal collected on longer term loans

Net cash (used by) provided by investing activities

Cash Flows from Financing Activities
Increase in junior subordinated debentures
Treasury Stock repurchase
Exercised options
Dividends paid
Net cash provided (used by) financing activities

Increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period
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Years Ended September 30,

2004 2003 2002
(in thousands)
3 - $(5,310)  $(12,887)
-- -- 495
2,000 2,000 4,000
21 -- 820
(2,153) (89) (3,929)
(2,498) (500) (2,496)
- 184 183
(2,630) (3,715) (13,814)
-- 10,310 12,887
(6) (14) 9)
117 102 60
(1,033) (1.019) (1.006)
(923) 9,379 11,932
(4,114) 5,286 (2,264)
6,584 1,298 3562
$2,470 $6,584 & § 1,298
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Note 19 - Quarterly Financial Date (Unavdited

Summarized unaudited quarterly financial data for the year ended September 30, 2004 is as follows:

Operating Summary

Interest Income
Interest Expense
Net Interest Income
Provision for Loan Losses
Net Interest Income after
provision for loan losses
Other Income
Other Expenses
Income before income tax expense
Income Taxes
Net Income

Per share data:
Earnings — basic
Earnings - diluted
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First Second Third Fourth
Quarter. Quarter Quarter Quarter
(in thousands except per share data)
$7,810 $7,660 $8,275 $8,489
3,943 3912 4.145 4,362
3,867 3,748 4,130 4,127
182 86 89 130
3,685 3,662 4,041 3,997
526 448 268 137
3.931 3,926 4,015 _3.863
280 184 294 271
34 23 61 6
$ 226 $ 161 $ 233 $ 265
$ .04 § .03 § .04 § 04
$ .04 $ .03 I 04 § .04
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Summarized unaudited quarterly financial data for the year ended September 30, 2003 is as follows:

Operating Summary First Second Third "~ Fourth
Quarter Quarter Quarter Quarter
(in thousands except per share data)
Interest Income $8,682 4 $8,654 $8,193 $7,637
Interest Expense 4.186 4.045 3.995 3.881
Net Interest Income 4,496 v 4,609 4,198 3,756
Provision for Loan Losses 282 ! 130 786 160
Net Interest Income after ‘
provision for loan losses 4,214 L 4479 3,412 3,596
Other Income 426 ! 526 392 243
Other Expenses = ' 3,908 3,747 3,771 3,910
Income ( loss) before income tax ‘
expense 732 1,258 33 (71)
Income Taxes (benefit) 279 480 11 (115)
Net Income "

Per share data:
Earnings — basic
Earnings - diluted
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